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Preface 



This book aims to integrate economic analysis and industrial rela¬ 
tions problems for both the beginning and the advanced student. Parts 
I, II, and III are written especially for the student of labor who has had 
little, if any, training in economic theory. Part IV brings the tools of 
economic analysis to bear on a variety of basic industrial relations prob¬ 
lems. This section will be most useful to the more advanced student, but 
every effort has been made to develop the discussion so that less advanced 
students may comprehend it without undue difficulty. Parts V and VI, 
dealing with social security and collective bargaining legislation, are suit¬ 
able for both beginning and advanced students. 

This text was designed for both one-semester and full-year courses. 
Parts I, II, and III, and some of the chapters included in Parts V and VI, 
contain the material which one of the authors has utilized for an intro¬ 
ductory semester course in labor problems, and the complete book fol¬ 
lows this author’s outline for a full year course. Part IV, containing 13 
chapters, is suitable, both in length and in treatment of the subject 
matter, for use in an advanced semester course in the economic theory 
of labor. 

Many persons have generously aided in the preparation of this book. 
Professor Fritz Machlup read most of the chapters and made many 
valuable suggestions for improving the book. Professor Eveline M. 
Bums not only lent the page proofs of her excellent text, The American 
Social Security System, but also read the chapters dealing with social 
security and suggested numerous improvements. Mrs. Gordon F. Bloom 
and Miss Ruth Kurtz typed the manuscript, and, in addition, Mrs. 
Bloom assisted in the preparation of the index and read and criticized 
the manuscript. 

The authors are grateful to the following publishers and journals for 
permission to quote copyright material: McGraw-Hill Book Co., Uni¬ 
versity of Chicago Press, Brookings Institution, American Economic 
Association, Antioch Review, Labor and Nation, Stanford University 
Press, Southern Economic Journal, American Management Association, 
Harper and Brothers, Remsen Press, Houghton Mifflin Co., The Atlantic 
Monthly, Twentieth Century Fund, Russell Sage Foundation, W. W. 
Norton and Co., Quarterly Journal of Economics, The Macmillan Com¬ 
pany, Harvard Business Review, and the Philosophical Library. 

Mr. Bloom had primary responsibility for the preparation of Chap¬ 
ters 1,10-22, and 31; Mr. Northrop for Chapters 2-9, 23-30, and 32-34. 
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Each author, however, read and criticized the drafts of the other, and 
the book, in its final form, represents a joint effort for which joint respon¬ 
sibility is shared. The book was completed prior to October 1, 1949, when 
Mr. Northrup joined the staff of the National Industrial Conference 
Board. 

The dedication is a small mark of gratitude to the scholar who has 
led the way to the integration of economic analysis and labor problems, 
and who, as teacher and writer, has served as an inspiration for a gen¬ 
eration of labor economists. 


G. F. B. 

H. R. N. 
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INTRODUCTION 




1 

Orientation 


Pick up your daily newspaper and examine the headlines which make 
the news. Inflation, strikes, wage demands, unemployment—these are 
vital issues in the public mind today. And all of these relate in some meas¬ 
ure to the functioning of the labor market. Today, labor problems are 
everybody’s problems. They touch every man, woman, and child—every 
consumer, employer, and employee. 

Now, more than ever before, labor issues are the center of public at¬ 
tention, and now, too, more than ever, they are the focus of interest and 
study for economists and other social scientists. Consider the ramifications 
of but one of the numerous labor problems to be discussed in this text: 
unemployment. Economics, psychology, sociology, law, political science 
—all these social disciplines must, of necessity, contribute to any thor¬ 
ough, worthwhile discussion of unemployment. Business cycle theory and 
distribution theory cast light upon the causes of unemployment. Deter¬ 
mination of possible means of alleviating unemployment necessitates 
study of fiscal policy and money and banking. It is the job of the psy¬ 
chologist and the sociologist to discover the effects of unemployment upon 
the displaced worker and his community. And finally, the tasks of drafting 
and enacting legislation to aid the unemployed fall to the lot of the 
lawyer and the statesman. 

It is not surprising that labor problems should thus constitute a center 
of gravity for the various social studies. Labor problems are problems of 
the worker and his employment. Since, in modern industrial society, the 
average gainfully employed individual spends more of his waking hours 
on the job than in any other activity, it is only natural that the problems 
arising out of his employment should be of primary importance to him and 
to the society which reflects his outlook. 

The Economist and Labor Problems 

What precisely do we mean by a labor problem? Almost every im¬ 
portant social question might be characterized as a labor problem, in the 
sense that it concerns gainful human activity; but it is obvious that such a 
definition is neither useful nor in conformance with popular understand¬ 
ing. If a narrower definition is attempted, its content will vary depending 
upon the objective in view and the outlook of the particular observer. 

3 
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For example, a political scientist, surveying the effectiveness of various 
pressure groups, might conclude that the lobbying methods of the rail¬ 
road brotherhoods constitute a labor problem. An economist, on the other 
hand, would probably regard the underlying industrial conditions, wage 
levels, and union-management relations as constituting the labor prob¬ 
lem, while viewing the lobbying activity as a mere political manifestation 
of these more fundamental conditions. 

This illustration suggests one basis on which the economist achieves 
a narrowing of the field of study: the labor economist, like any economist, 
is primarily interested in economic problems and economic activity. He 
does not shut his eyes to the sociological and psychological implications 
of a particular situation, but the need for thorough consideration of all the 
economic issues raised by a labor problem compels him to accord to other 
aspects only secondary attention. 

Such a tendency toward compartmentalization of knowledge in re¬ 
search in the social sciences can have unfortunate consequences. The 
actual flow of events is not neatly divided into economic problems, socio¬ 
logical problems, and so forth. On the contrary, each situation represents 
a complex intermingling of social forces. Piecemeal study of one phase of a 
problem to the exclusion of all others not only is less fruitful, but also may, 
in some instances, lead to erroneous conclusions. The solution to the 
proper division of labor among social scientists has not yet been found. On 
the whole, the labor economist, in order to achieve a coherent body of 
principles, has found it necessary to confine his study primarily to the 
economic aspects of those problems which arise out of the gainful pursuits 
of labor. 

This delimitation of the field of inquiry characterizes most of the dis¬ 
cussion of labor problems contained in this volume. In following the dis¬ 
cussion, however, the reader should be alert to recognize other possible 
facets of a particular problem, and should, when necessary, supplement 
the economic analysis presented here with findings of research workers 
in allied fields. While space does not permit exploration in this chapter of 
all the relationships between labor and the social sciences, the following 
sections are intended to suggest at least some of the psychological, socio¬ 
logical, and legal considerations raised by labor problems. 

Psychological Aspects of Labor Problems 

Labor problems are problems of human beings—of their individual 
inner needs and motivations, of their interactions with other human 
beings. Labor problems are therefore basically psychological problems. 
Most of the difficulties between management and labor can ultimately be 
explained in terms of the individual's desires for self-expression, prestige, 
security, and self-betterment. In a capitalistic economy, these are the 
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dominant human motives which must be reasonably satisfied if labor and 
management are to be able to live together in peace. Until comparatively 
recently, American business ignored the first three motives enumerated 
and erroneously assumed that if the desire for self-betterment were satis¬ 
fied, workers would be content and docile even though they were denied 
any voice in determining the conditions of employment. American em¬ 
ployers therefore sought to erect a bulwark against unionism in the form 
of high wages, short hours, and good conditions of work. In pursuing this 
policy, employers misjudged the basic personality of their workers and, 
as a consequence, unions were able to gain a foothold even in the most 
paternalistic establishments. 

What did unions have to offer? In many plants in which unions were 
successful in organizing the employees, wages were already higher than in 
union shops in the industry. But the union leader could promise the 
worker what the employer had overlooked. The worker wanted more than 
dollars in his pay envelope; he wanted security and an opportunity to be 
treated like an individual. He did not want to be herded blindly like a 
well-fed sheep. He wanted a voice in matters that he conceived to be of 
vital importance to performance of his daily work. If the line were 
speeded up, he wanted to know why and to be able to voice his objection 
without fear of being fired. 

Thus—oddly enough—in unionism, a group movement, the worker 
was able to find a medium through which to assert his individual per¬ 
sonality. Unionism has given new dignity and importance to the status of 
the individual worker. For example, in most organized plants, his indi¬ 
vidual grievances are now promptly and fairly handled by bipartisan 
grievance machinery in which management and union are equally repre¬ 
sented. Personnel administration, catering to the needs of the individual 
worker, has become an increasingly important aspect of efficient plant 
management. Moreover, unionism itself, as a functioning institution, has 
afforded many opportunities for workers to develop, and to assume posi¬ 
tions of leadership. A worker may become a shop steward, or business 
agent, or member of a grievance committee, or a union officer. These posi¬ 
tions have filled a need for constructive self-expression by the individual 
worker which modern industry with its emphasis upon machine operation 
had failed to satisfy. Thus unionism has performed a valuable service in 
promoting the psychological well-being of the worker. 

Recognition of the psychological needs of the worker affords a basis 
for understanding many of the clashes which flare up between employees 
and management, even in industries having satisfactory collective bar¬ 
gaining relations. Take, for example, the case of the so-called “wildcat” 
strike in which some employees will walk off the job without the sanction, 
and frequently against the express orders, of the union officials. What 
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causes these walkouts? Obviously, a variety of factors may be responsible, 
depending upon the particular situation, but, in many cases, a common 
psychological cause may be found. Much of the work that the average 
employee performs in a modern industrial plant is dull, routine, and 
psychologically unrewarding. Monotony produces fatigue and tension. 
Management has recognized that this detracts from productive efficiency, 
and has achieved surprising success in some plants in reducing such 
fatigue and tension by use of short rest periods interspersed throughout 
the working day. Often, however, a spontaneous wildcat strike may be the 
outlet which employees unconsciously use to reduce nervous tension. 

As long as labor-management differences are, at least in part, psy¬ 
chological in origin, strikes, slowdowns, and other evidences of labor 
unrest cannot be cured by legislative fiat. If strikes are prohibited by law 
in certain industries, employees will attempt to manifest their disagree¬ 
ment with management policies in some other equally effective fashion. 
Peaceful industrial relations depend upon reasonable restraints by organ¬ 
ized labor on the exercise of the right to strike. But peaceful industrial 
relations also requires management to provide a friendly working environ¬ 
ment in w r hich the individual employee will be afforded opportunity 
for self-expression and participation in determination of his working 
conditions. 


Sociological Aspects of Labor Problems 

Labor problems are also sociological problems. They are problems 
concerning the relationship of various groups in the community and their 
reaction to changes in the economic and social environment. Most Ameri¬ 
can families are dependent upon w f age or salary earners for their incomes. 
Consequently, the stability and integration of the typical American com¬ 
munity depends to a large extent upon the welfare of its workers. 

Nowhere is this interdependence more graphically demonstrated than 
in the study of the repercussions of technological unemployment upon the 
community. Consider, for example, the effect of the introduction of the 
continuous automatic strip mills in the steel industry. These automatic 
mills constituted the greatest labor-saving development of the decade of 
the thirties. So great was the labor-saving capacity of these new mills that 
it has been estimated that 126 men in one automatic mill could produce 
the same tonnage as 4512 men operating 96 sheet mills of the conven¬ 
tional type. 1 

Although the labor-saving effect of these new mills has been obscured 
by the high level of employment which prevailed during the decade of the 
forties, their introduction during the less prosperous years of the preceding 

1 Philip Murray, Technological Unemployment, United Steelworkers Publication 
No. 3 (Pittsburgh, United Steelworkers, 1940), p. 10. 
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decade had profound economic and sociological repercussions. So great 
was the displacement of labor that thriving steel towns became ghost 
towns overnight. Employees of the old hand mills were thrown out of 
work, young people were unable to find jobs, shopkeepers lost business, 
delinquency increased. Although the economist, reasoning in terms of 
abstract theory, may conclude that after the displaced workers have 
shifted to other industries, national income and employment will be 
greater than before the innovation, the sociologist’s job requires him to 
take account of the social disorganization, abandonment of homes, broken 
careers, and other effects on the individual and his community which 
occur before such a transfer has been accomplished. The difference in 
viewpoint, however, is one of emphasis only, and at some points the 
interest of the sociologist and economist will coincide. For example, the 
labor economist who is studying the effect of a technological innovation 
will be interested in the reaction of employment, costs, prices, national 
income, and investment. But he will also be concerned with the length of 
time required for the displaced worker to obtain new employment, the 
extent to which the worker can utilize his former skills in his new employ¬ 
ment, and the effect of the displacement on his income. These conditions 
will also be of interest to the sociologist since they will bear upon the 
position of the worker in his community and the extent to which he will 
be able to maintain his former associations. 

This brief discussion of the sociological aspects of labor problems can¬ 
not be brought to a close without at least observing that the American 
labor movement, itself, presents interesting sociological problems. Ameri¬ 
can labor, like the population as a whole, is characterized by a mingling of 
diverse races, many of whom have transplanted from their native lands 
peculiar customs, prejudices, and ideas. The cohesiveness of labor unions, 
and the effectiveness of their action as a group, has been handicapped by 
the heterogeneity of races, nationalities, languages, and backgrounds 
which characterize their membership. For example, in the steel strike of 
1919, strike literature had to be issued in seven different languages! 
Racial friction between Negro and white continues to be a problem in 
labor unions, and may become increasingly serious if large-scale introduc¬ 
tion of the mechanical cotton picker in the South produces a mass migra¬ 
tion of Negroes to the northern industrial centers. 

Because of this heterogeneity in membership, American unions have 
held their organizations together only by a tenuous bond. In contrast to 
European unions, where workers have been unified by a common nation¬ 
ality, and in some cases by a common religion, American workers have 
been bound together primarily by a sense of mutual dependence in their 
struggle to obtain better terms from employers. The extent to which 
organized labor as a group will be able to reconcile the conflicting interests 
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represented by various elements in its membership and maintain its co¬ 
hesiveness in the face of possible large-scale unemployment constitutes 
one of the most important economic and sociological problems of our time. 

Legal Aspects of Labor Problems 

Labor problems must be solved within a legal framework. This frame¬ 
work has two principal parts: (1) the common law, composed of the law 
which the colonists brought to this country from England and subsequent 
decisions handed down by American courts; and (2) state and federal 
legislation. These two aspects of the legal system impinge upon employer- 
employee relations in all their crucial aspects. 

The common law has, on the whole, been hostile to organized labor. 
Courts have laid primary emphasis upon preservation of competition in 
the labor market and protection of the rights of private property and 
contract. In so doing, they have set difficult obstacles in the path of 
workingmen seeking to organize. For example, in the first American labor 
case, decided in Philadelphia in 1806, a combination of cordwainers (shoe¬ 
makers) who organized to obtain higher wages from their employers was 
held to be a criminal conspiracy. Subsequent judicial decision, however, 
modified this extreme position. A strike was no longer considered a crimi¬ 
nal offense but was viewed as prima facie tortious (i.e., a civil wrong) 
since it was intended to inflict economic loss upon the employer. This 
presumption of illegality, however, could be rebutted by showing that the 
strike was for a justifiable end such as higher wages, shorter hours, or 
improved working conditions. Labor’s right to strike, therefore, depended 
upon whether a court would consider justifiable the particular objective 
sought to be achieved by the strike. This doctrine still persists in our 
courts today. For example, a strike for a closed shop is regarded as un¬ 
justified and therefore unlawful in Massachusetts, whereas the contrary 
is true in New York State. 

Judicial protection afforded contract rights has likewise impeded labor 
organization. Courts developed the doctrine that a person who was a 
party to a contract had a valuable property right which was entitled to 
protection. A court would issue an order enjoining any third party from 
interfering with such contract rights, and if the third party disobeyed the 
order—or injunction, as it was called—he could be fined or imprisoned 
for contempt of court. This judge-made doctrine was the source of much 
difficulty to labor. Anti-union employers compelled workers to sign so- 
called “yellow-dog” contracts, whereby the employee, as a condition of 
obtaining employment, promised not to become a member of a union 
during his period of employment. When a union business agent endeav¬ 
ored to persuade the employee to join the union, he was in effect inducing 
the employee to break his contract with the employer. The courts held 
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that such organizing efforts were unlawful and could be prohibited by 
injunction. Such yellow-dog contracts remained an effective weapon in 
the hands of anti-union employers for many years. They were finally out¬ 
lawed in 1932 when the federal Norris-LaGuardia Anti-Injunction Act 
made yellow-dog contracts unenforceable by injunction in federal courts. 

The strength of private property rights in our legal system has been 
another factor which has impeded the progress of organized labor. Strikes 
frequently involve violence and damage to private property. Conse¬ 
quently, employers have been able to secure police and court protection 
for their property which incidentally often had the effect of breaking the 
strike. Frequently particular labor groups have found that because of 
their disregard for the rights of private property they have arrayed 
against them not only the courts but also the general public. For example, 
the sitdown strikes in 1937—in which striking workers barricaded them¬ 
selves in factories and refused to leave the premises until their demands 
were met—evoked great alarm and opposition from the general public. 
Even persons ordinarily pro-labor viewed with alarm such arbitrary 
seizure of property belonging to others. Thus organized labor was de¬ 
prived of an extremely effective labor weapon, not only by subsequent 
judicial decision which declared such strikes illegal, but also by the hostile 
public reaction deriving from a long tradition of the sanctity of private 
property. 

Labor legislation in the United States has proceeded in a rather hap¬ 
hazard fashion, due to the division of powers between state and federal 
governments. Federal regulation exists only in fragmentary fashion be¬ 
cause the Constitution does not specifically authorize the federal govern¬ 
ment to regulate labor and therefore federal regulation can be exercised 
only where labor problems impinge upon some field in which federal 
power is recognized—as, for example, interstate commerce. Since powers 
not expressly granted to the federal government are reserved to the states, 
the primary regulation of labor activities is generally to be found in state 
statutes. 

Collective bargaining relations of employers and employees in indus¬ 
tries affecting interstate commerce have been regulated by the National 
Labor Relations (Wagner) and Labor-Management (Taft-Hartley) acts, 
which will be considered in detail m subsequent chapters. Other legislation 
—state or federal—provides unemployment insurance, public employ¬ 
ment exchanges, prohibition of child labor, compensation for employees 
injured at work, and other benefits. In the field of wages and hours, 
legislation has provided minimum wages and maximum hours, thus nar¬ 
rowing the area of conflict between employers and employee, but except 
during the period of World War II, government has not attempted to fix 
the level of wages within these limits. 
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The conflict between labor and capital continues, but the nature of 
labor's goals and the means it adopts to achieve its ends have been pro¬ 
foundly affected by the legal framework. For example, had it not been for 
the fact that the United States Supreme Court has held that peaceful 
picketing is a form of “speech" entitled to constitutional protection, 
state laws might have been passed outlawing all forms of picketing, thus 
again depriving labor of an extremely effective weapon in labor disputes. 

This brief discussion should indicate a few of the various ways in which 
legal considerations impinge upon labor problems. Having considered the 
varied ramifications of labor problems—psychological, sociological, and 
legal—we are now prepared to be more specific and inquire: who is 
“labor" and what is a “problem"? 

Who Is Labor? 2 

Labor might be broadly defined to include all persons who work for a 
living. Such a definition would include entrepreneurs, 3 doctors, carpenters, 
farmers—in short, all members of the gainfully employed except those 
whose income is derived solely from rents or interest. A moment's reflec¬ 
tion, however, will indicate that this heterogeneous group has little in 
common with the group which figures so prominently in the headlines as 
labor. The men of labor are the carpenters and the garment workers, the 
truck drivers and the department store clerks. What is it that these men 
have in common, that marks them off as a class even in this democratic 
society where class lines are not firmly drawn? 

An example will suggest the answer. John Jones is an independent 
grocer. He owns his own store and is self-employed. His income depends 
upon the margin between his sales receipts and the cost of his wares, after 
covering expenses of operation. Suppose competition from other grocers 
compels him to reduce prices so that as a consequence his income is cut in 
half. John Jones may now complain that his labor is not being adequately 
compensated; yet ordinarily this circumstance would not be considered a 
labor problem. 

Now change the facts slightly. John Jones employs ten clerks in his 
store. Competition forces him to cut their wages in half. Here we have a 
labor problem. What is the essential difference between the two cases? 
The difference lies in the fact that John Jones is self-employed, while his 
clerks work for wages and are therefore dependent upon their employer 
for their livelihood. Labor problems grow out of the economic activity of 
that part of the working population which offers its services for hire to 


* A detailed examination of the composition of the labor force is contained in 
Chapter 3. 

* Le., managers of business firms. 
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others and receives its compensation in the form of wages or salaries. 4 
Because they are dependent upon others to offer them employment, wage 
and salary earners are subject to the risk of unemployment. Because they 
are dependent upon employers for their daily income, their interests fre¬ 
quently clash with those of the latter class. The result is strikes, lockouts, 
slowdowns, and other manifestations of labor strife. Finally, because they 
have this common bond of dependence upon others for their employment 
and income, a certain feeling of solidarity tends to exist among members 
of this group, despite the diversity of their occupations. This sense of a 
common status has led many of them to join together in unions to present 
a common front to their employers and to the owners of the means of 
production. 

Characteristics of a Labor Problem 

Suppose an issue arises involving this group in the labor market. What 
is the ingredient which raises a given situation to the status of a “ prob¬ 
lem? ” Whether or not a given situation will be classed as a problem 
depends in large measure upon the outlook and bias of the individual. 
For example, labor problems to the average employee are synonymous 
with strikes, lockouts, inadequate wages, and unemployment. To the 
employer, the term calls to mind rising labor costs, diminishing man-hour 
output, stoppages, and interference with managerial prerogatives. Con¬ 
sumers have still a different viewpoint—to them, the labor problem is 
largely presented in terms of shortages due to work stoppages, high prices 
occasioned by high wage costs and low efficiency, and inadequate utiliza¬ 
tion of available labor. Some conditions such as chronic unemployment 
will be recognized by all groups as a problem requiring solution. As re¬ 
gards other situations, however, such as the stretchout in the textile 
industry, there will be less unanimity. Employees will denounce it as a 
health hazard; employers will support it as a competitive necessity; and 
consumers’ views will differ depending upon whether they give greater 
weight to lower prices or to the possible physical impairment of workers. 

In the last analysis, whether or not a particular situation will be 
recognized as a problem area will depend upon society’s judgment that 
the dangers inherent in the situation outweigh its possible benefits to the 
community. This judgment, representing as it does the joint appraisal of 
all groups in the community, will shift with changing social mores. In 
colonial times, the question of the length of the working day was not a 
problem. Custom decreed a working day from dawn till dusk and any in¬ 
crease in idle time was viewed as an invitation to the devil! Yet today, the 
shorter hour movement is one of our most pressing problems and presents 


4 In 1940, this group represented three out of every four gainfully employed 
persona. 



12 


INTRODUCTION 


a continuing source of friction in employer-employee relations. A similar 
ripening of public recognition has characterized such problems as child 
labor, industrial accidents, and technological displacement of labor. 

There is one further characteristic of a labor problem, as we shall use 
the term, which requires attention. Labor problems, as a phenomenon of 
American industrial development, have arisen from voluntary employer- 
employee relations in a free labor market. Labor problems are a mani¬ 
festation of freedom of choice in economic activity. Strikes and lockouts, 
for example, are concrete demonstrations of the freedom of the employee 
not to work, and of the corresponding privilege of the employer not to 
hire. Strikes, unemployment, wage demands, and other aspects of the 
labor problem in America are phenomena which can exist only in a 
democratic society. Communists boast that in Russia there is no unem¬ 
ployment, no strikes, no conflict over wages. The reason is that there is 
no freedom of choice. Both management and labor are shackled by the 
arbitrary whim of a dictatorial bureaucracy. 

The Nature of Labor Economics 

Labor economics is not synonymous with labor problems. We have 
already observed that labor problems are evolutionary in character. The 
march of technological progress, population shifts, monetary changes—all 
tend to alter the complexion of the labor problem in course of time. Yet 
labor problems of some sort are always with us. They are, in a sense, one 
aspect of the continuing struggle by the common man to better his lot. 
The increased interdependence of society has simply endowed this strug¬ 
gle with a greater urgency. Labor economics seeks to find some enduring 
laws or principles in underlying economic relationships which can be ap¬ 
plied to the solution of these problems as they appear in different form 
—in much the same way as the astronomer seeks to find order in the 
changing panorama of the stars. 

Thus, labor economics is the branch of general economics which deals 
with the underlying relationships prevailing in the market for labor's serv¬ 
ices. It seeks to develop tools of analysis and a frame of reference which 
can be utilized in examining and solving labor problems. Its conceptual 
apparatus, on the whole, is not indigenous, but is borrowed heavily from 
other fields in general economics. Since many important problems present 
themselves in the form of wage-cost-price relationships, equilibrium 
analysis derived from economic theory will constitute a particularly useful 
tool in our dissection of labor problems. Concepts and schematic models 
borrowed from writers on business cycle theory will be freely used in our 
examination of the relation of unions and industrial fluctuations. The dis¬ 
cussion of employer attitudes and policies will rely in part upon lessons 
drawn from the field of personnel administration. Thus, in the analytical 
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equipment of labor economics, as in the nature of labor problems, we find 
the influence of many related social disciplines. 

Importance of Scientific Method 

Because labor problems are evolutionary in nature, it is important that 
their study be undertaken with an open mind, free from prejudice and 
preconceived ideas of what is “right” and “wrong.” Unfortunately, 
however, labor problems are typically approached with more passion than 
perspicacity. Emotion and innuendo frequently play a major role in 
public debate on the subject. Yet in labor problems the maxim is pecul¬ 
iarly applicable that there are two sides to every argument. Indeed, to 
understand a labor problem in its entirety, it is essential to grasp the con¬ 
flicting viewpoints of its partisans. Labor problems typically are not 
subject to monistic interpretation. The union leader and the business 
executive will analyze situations differently, because each reasons from 
different premises. It is important to clear thinking in this subject that the 
reader ascertain the nature of these premises, so that the logical validity 
of the argument which they support can better be appraised. 

Likewise, it is futile to seek for a single panacea in the field of labor 
problems. A remedy satisfactory under one set of conditions may prove 
wholly inadequate under altered circumstances. Yet the public seems to 
have a peculiar predilection to grasp at every new doctrine as a solution 
for all labor troubles. For example, at recurrent intervals in our industrial 
development, the notion of profit sharing for employees has been ad¬ 
vanced with almost evangelical fervor as the ultimate solution for our 
labor problems. The failure and abandonment of most profit-sharing 
plans has been attributable not to any inherent defect in the notion 
itself, but rather to its indiscriminate application to situations in which it 
had no prospect of success. The disillusionment which has been occasioned 
by the failure of profit sharing and similar schemes could have been 
avoided by more careful preliminary investigations of the conditions es¬ 
sential to the successful operation of these plans. 6 

Many popular fallacies in the field of labor problems have their origin 
in a failure to make explicit the major premise of an argument, and in 
reasoning erroneously from the particular to the general. For example, an 
individual manufacturer may find it profitable to keep wage rates as low 
as possible so as to obtain a competitive advantage over other firms. It is 
erroneous, however, to conclude from this circumstance that a policy of 
low wages is beneficial when practiced by business in general. The indi¬ 
vidual manufacturer can assume that his wage policy will not materially 
affect the demand for his product; therefore his costs are curtailed while 


* See Chapter 5. 
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his receipts are maintained. But when all business enterprises together 
reduce wages, the assumption that demand will be unaltered can no 
longer be maintained. The faulty basic premise in this chain of reasoning 
from the particular to the general is thus revealed as the assumption that 
demand conditions are independent of wage policies. Once this basic 
premise is uncovered, the possible errors in the conclusion become evi¬ 
dent. In dealing with other generalizations in the field of labor problems, 
the reader should adopt a similar policy of ferreting out the implicit as¬ 
sumptions and testing their logical and practical validity. 

Scientific method requires an appropriate combination of inductive 
and deductive reasoning. Wherever possible, reference should be made to 
empirical data. Frequently a report from field investigation as to how em¬ 
ployers do in fact act under certain circumstances will throw more light 
upon a particular problem than hours of theorizing as to how employers 
might be expected to act. Yet it must always be remembered that facts 
do not speak for themselves, nor do statistics alone ever support or dis¬ 
credit any theory. Both require interpretation and, in giving them this 
interpretation, the investigator is compelled to fall back upon deductive 
analysis to scrutinize the “facts” which are reported from the field and 
place them in their proper logical framework. 

Clear thinking is important in any subject. It is particularly important 
in the field of labor, because labor currently is coming under more and 
more sweeping governmental regulations. In evaluating many labor laws, 
for example, we are called upon to balance the traditional freedom to 
strike, on the one hand, with the right of the community to have an 
uninterrupted flow of essential services. The delicate balancing of con¬ 
siderations which such a problem requires cannot be made in an atmos¬ 
phere of name calling and recrimination. It calls for objectivity and a 
conscious recognition of the road down which such regulations may even¬ 
tually lead us. 
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History of the American Labor Movement 


The American labor movement is unique. To an extent greater than 
labor unions in other countries, organized labor in America has retained 
confidence in economic action as a means of securing its ends. At a time 
when English trade unionists have concentrated on electing labor govern¬ 
ments, and when many European labor movements have become instru¬ 
ments of Communist Party power politics, the American unions continue 
to stress the practical, less spectacular job of securing better wages and 
working conditions for their members within the framework of a free 
economy and a democratic government. 

That does not mean that American unions are less dynamic than their 
European counterparts. In its struggle for “more, always more,” Ameri¬ 
can labor 

has employed clubs, shotguns, and dynamite. It is the hardest-hitting, 
most violent unionism in all the world. Its fighting character has been 
shaped by the American frontier tradition, by the opposition of em¬ 
ployers, and by the necessity of operating as a minority group in a 
hostile environment where every battle could easily turn into a fight for 
naked survival. The European mind has real difficulty in understanding 
that blood will be shed for the trifling object of putting a few more cents 
per hour into the pay envelope, that ten workers will be killed in a con¬ 
test with a steel company over simple union recognition, that over a 
million workers will be on strike at the same time, causing a creeping 
paralysis to spread over the economy, without these strikers being the 
advance guard of revolution. To the radical whose mind runs in the 
European pattern, it looks very much as if someone is missing a great 
opportunity. 1 

Likewise, the fact that American unions have not been concerned with 
seizing the instruments of production or altering the forms of government 
does not mean that their activities do not bring about radical changes in 
methods of work or control of jobs; nor does it mean that the interests, 
aims, and policies of labor often do not run counter to those of other 
groups. Moreover, profound change has occurred as a result of the activi¬ 
ties of American unions. Today 


1 M. S. Piteele, "Can American Labor Defeat the Communists?'’ Atlantic Monthly 
(Marqh 1947), p. 28. 
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they affect, in one way or another, the sharing of the product of industry 
among persons and economic classes, the allocation of social resources, 
the attitudes of millions of persons toward existing social and economic 
arrangements, the volume of employment and of unemployment, the 
rate and direction of social change, the character of legal rights and 
prerogatives, the material status of large parts of the population, the 
stability or instability of business activity, the technical processes of 
production, and the policies of government. The implications in the 
realm of economic analysis of the policies they pursue and the methods 
to which they resort are both numerous and profound. 2 

The Conditions of Organization 

Despite differences, all labor movements have certain common charac¬ 
teristics. They arise initially out of the separation of the worker from his 
tools. When a man becomes an employee instead of a self-employed per¬ 
son, he loses control over the terms and conditions of his employment. 
With the development of a factory system of labor and a concentration of 
ownership employing large numbers of workers, the individual finds his 
influence over working conditions steadily lessened. Under such condi¬ 
tions the worker quite naturally seeks increased bargaining power by 
joining with his fellow employees to make common demands on employers. 

Looked at another way, we may say that workers tend to show interest 
in organizing unions when they feel that their opportunities for advance¬ 
ment in the organizational hierarchy to the employer class become quite 
dim. If the worker feels he is soon to be an employer, he is interested in 
advancing as an individual. If, however, he believes that he will remain 
a worker for at least a long period, then he will be interested in raising 
the standards of the working class through unionization. 

A fundamental condition for the existence of trade unionism every¬ 
where is the existence of civil liberties. Freedom of speech, press, and 
assembly must exist or be secured before unions can be organized and 
operated as free entities. The so-called “unions” which operate in dicta¬ 
torial or totalitarian countries are, in fact, organs of the state, controlled 
and operated by the state, and lacking in power to act except to transmit 
state orders. We shall be concerned with unions in the traditional sense: 
organizations of workers, which function primarily as the agent of em¬ 
ployees in collective bargaining with employers or management over the 
terms and conditions of employment. Such unions may engage in a variety 
of supplementary activities. The essential point is their primary interest 
in collective bargaining, and their freedom, subject to some legal limita¬ 
tions, to act unrestricted by state control or domination. 

Once the initial conditions are met, labor organizations emerge 


s H. A. Millie and R. E. Montgomery, Organized Labor (New York, McGraw-Hill 
Book Company, 1945J, p. 1. 
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“ among employees who have strategic market or technological positions. 
They have bargaining power. They can make it hurt/' 3 They are workers 
possessing a hard-to-replace skill, e.g., toolmakers; or those located at 
critical spots, e.g., teamsters or longshoremen. They may form a union 
solely of their own, or they might find it necessary or wise to bring in their 
less strategically located fellow employees. In any case, they are the es¬ 
sentials of unionization. 

The speed with which a labor movement organizes is a product of 
economic and political conditions. American labor unions have made their 
greatest gains in periods of rising prices and labor shortages (1863-1872; 
1896-1904; 1917-1920; and 1941-1945), and in periods of political unrest 
(1827-1836; 1881-1886; and 1933-1937.) 4 Under the former set of circum¬ 
stances, union growth occurred because it enabled “wage earners to 
increase their wages to an extent more closely approximating the rise in 
prices. The individual worker joined unions to push up his wages; the 
tightness in the labor market and the general level of profits enabled the 
union to get results.” 6 

On the other hand, union growth during periods of political unrest has 
additional connotations, for it represents worker dissatisfaction with the 
economic system. In such periods, radical tendencies in unions become 
more prominent. Complete failure of unions to achieve results along tra¬ 
ditional lines affords the opportunity for radicals to convert unions into 
instruments of political revolution. Post-World War II Europe affords 
ample examples. 

The American Environment 

If, however, the conditions of union organization and growth are simi¬ 
lar in various lands, the environment is not, and it is the uniqueness of the< 
American scene which has made American labor unions unique. America 
was settled by a wide variety of races and nationalities who inhabit 
a wide area rich in natural resources. The results have been an unparal¬ 
leled high standard of living for the masses, great opportunities for indi¬ 
vidual advancement, a huge market for industry's products, an abundance 
of living space, racial and national rivalries, and relative freedom from 
legal restraint on business and labor. The effect on the American labor 
movement has been profound. 

* J. T. Dunlop, “The Development of Labor Organization,” in R. A. Lester and 
J. Shister (eds.), Insights into Labor tissues (New York, The Macmillan Company, 
1948), p. 180. 

4 J. T. Dunlop, “The Development of Labor Organization,” in R. A. Lester and 
J. Shister (eds.), Insights into Labor Issues (New York, The Macmillan Company, 
1948), pp. 199-191. 

4 J. T. Dunlop, “The Development of Labor Organization,” in R. A. I-cster and 
•1. Shister (eds.), Insights into Labor Issues (New York, The Macmillan Company, 
1948), pp. 199-191. 
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Class Fluidity 

A fundamental characteristic of the American scene has been the com¬ 
parative fluidity of classes. Penniless immigrants arriving in the United 
States have seen their sons become business executives, labor leaders, 
statesmen. One is not born in a status. Although romantic “America 
First” writers have tended to overestimate actualities, the fact does 
remain that this has been and is the land of opportunity. Since class lines 
are not hard and fast, workers have been able to advance as individuals. 
American workers have, therefore, been less interested in trade union 
organization. Indeed, it was not until the great depression of the 1930’s 
that large numbers of workers decided that they needed unions at all. 

America’s loose class lines have not only hindered union development, 
but have shaped unionism as well. In being interested primarily in im¬ 
proving labor’s conditions within the capitalistic system, American unions 
reflect their members’ basic belief that this is still the lanci of opportunity. 

Resources and Land 

The rich resources of America have, of course, aided in preventing the 
rise of hard class barriers by providing the opportunities for advancement. 
Moreover, the traditional “rugged individualism” of American em¬ 
ployers stems from the same sources. In labor relations, employer “indi¬ 
vidualism” has featured opposition to government or union “interference” 
in the operation of business, and the refusal to recognize unions of em¬ 
ployees or collective bargaining until compelled by law. Needless to say. 
employer opposition seriously retarded the growth of unions, and today 
still conditions the attitudes in collective bargaining. 

One of America’s great resources has been abundance of land. The 
westward migrations drained off potential city proletariat. Although early 
writers perhaps overestimated the effect of free land, there can be no 
doubt that many workers went West to seek individual fortune instead of 
remaining in the East and joining unions to seek group advancement. 

Wide Markets 

The size of the American market has been an important factor con¬ 
tributing to the growth of American unions: 

The extremely rapid widening of the competitive areas within which 
have been determined the prices of goods, and therefore the exchange 
value of labor, has played an important part in fostering trade union 
development in tit* United States. In the 1830’s, as is indicated later, the 
city federation of various local craft or trade unions (then called the 
city “trades’ unions”) was sufficient in most cases to protect the organ¬ 
ized workers against competitive underbidding, since the competitive 
menace at that time was not so much the out-of-town product made 
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under lower labor costs selling in the same market as the products of 
unionized labor as the low-paid out-of-town mechanic coming to the 
city and underbidding the union members. When, however, goods made 
in one locality competed actively with those produced elsewhere, equali¬ 
zation of competitive conditions in various localities became necessary, 
and national trade unions were the obvious remedial expedient. It was 
not, in fact, until the nation had become a national market that unionism 
became a truly national movement. To the rapidity of market area 
expansion and to the vastness of these market areas are attributable a 
not unimportant part of the trends in, and characteristics of, the move¬ 
ment noted in the following pages. 6 

The development of the national market not only stimulated labor 
organization, but paradoxically made that organization more difficult. In 
order to preserve the wage scale of unionized shops, unions usually must 
organize competitor shops. With a continental market, however, non¬ 
union competitors can be a thousand miles apart. The resources which 
American unioris require in order to organize an industry are thus very 
great, and their task more difficult as a result. 

Moreover, the large American market permitted the breaking down of 
jobs into small specialized units of the mass production process. Thou¬ 
sands of workers were employed in unskilled or semiskilled jobs, their 
efforts combining to perform a task done in smaller countries by a single 
skilled worker. Since the semiskilled and unskilled are easier to replace 
than the skilled, the bargaining power of labor was correspondingly re¬ 
duced and the ability of unions to compel a reluctant management to 
recognize their existence was considerably lessened. 

Heterogeneous Population 

Another factor hindering the development of labor organization has 
already been noted in Chapter 1—the many races and nationalities with¬ 
out common heritage, with rivalries, suspicions, and often without obvious 
mutuality of interests. Such heterogeneity presents a labor force which is 
much more difficult to weld into a labor movement than one in which the 
labor force is homogeneous in ethnic background and composition. To the 
natural suspicions has been added the tendency of American employers to 
play up these differences in order to prevent unionization. The policy of 
many factories in employing a “judicious mixture” of ethnic groups, or 
the practice of substituting a new wave of immigrants when an older 
tvaVe showed signs of becoming restive with the status quo, kept these 
rivalries alive and made the task of the union organizer all the more 
difficult. 


• H. A. Millis and R. E. Montgomery, Organized Labor (New York, McGraw-Hill 
Rook Company, 1945), pp. 16-17. 
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Social and Legal Background 

Also as stated in Chapter 1, the legal and social system in the United 
States, itself a result of the environmental factors of the American scene, 
has strongly conditioned American labor. The strong support of private 
property among the masses, the high esteem of business men in the popu¬ 
lation as a whole, and the consequent unpopularity among the dominant 
middle class of trade unionism, which is often pictured as “anti-business,” 
have all helped to make the American labor movement difficult to build 
and anti-socialistic (pro-private property) in order to exist. 

The Beginnings, 1790-1870 7 

‘Records of local labor unions and of strikes antedate the Revolu¬ 
tionary War but labor organizations in Colonial times were very short¬ 
lived. Commencing in the 1790’s, however, came the first known unions 
which served for a number of years: shoemakers, carpenters, printers, 
bakers, and tailors formed organizations of their crafts. Sometimes organi¬ 
zation was defensive against the merchant-capitalist, a new functionary 
who bought and sold in large quantities over wide areas, and therefore 
broadened the scope of competition. This often either compelled master 
craftsmen to discontinue independent work and hire out as journeymen, 
or else forced the master to reduce the wages of his journeymen. On other 
occasions, organization was spurred by the shortage of skilled labor and 
the desires of craftsmen to take advantage of the demand for their 
services. 

These early unions were composed entirely of skilled or strategically 
located (teamsters, longshoremen) workers. In fact, throughout history, 
this group has always been the first to organize. Those who by reason of 
skill or strategic location can exert pressure or inflict a loss by withdrawing 
their services, possess the ability to secure employer recognition long 
before their less favorably placed fellow workers. 

Early unions did not engage in collective bargaining as we know it 
today. Customarily, the union “posted its prices,” i.e., announced the 
wages and working conditions for which its members would work. If the 
employer refused to agree, a strike would ensue, and perhaps a com¬ 
promise would be worked out. Only slowly did the custom develop of 
joint employer-employee conferences at which bargaining occurred prior 

7 Although the authors accept full responsibility for interpretations, they have 
frankly based the historical section on secondary sources, including the pioneer works 
of John R. Commons and his associates, R. F. Hoxie, and Norman J. Ware, but 
especially on the admirable synthesis of Professor Royal E. Montgomery (H. A. Millis 
and R. E. Montgomery, Organized Labor , New York, McGraw-Hill Book Company, 
1945, pp. 1-242). The lack of detailed documentation is for reader convenience, and 
is not intended to understress our great debt to these authors. 
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to direct union action. Even in the later part of the nineteenth century 
when collective bargaining as we know it today was well under way, uni¬ 
lateral union posting of wage schedules was not uncommon. 

The Conspiracy Doctrine 

Early unions were not received with complacency by employers. The 
latter found a firm ally in the judiciary, which throughout the nineteenth 
century stood firmly with the well-to-do class from which its members 
were recruited. The ancient doctrine of conspiracy was brought out and 
applied to “labor combinations in restraint of trade.” Although “there 
was nothing unlawful in combination itself, nothing unlawful in an indi¬ 
vidual’s refusal to work, and nothing unlawful in a workman’s desire to 
obtain better standards of employment,” 8 the early judges found it all 
added up to a cbnspiracy. Thus in the famous Philadelphia Cordwainers* 
case, 9 the learned judge declared: “A combination of workmen to raise 
their wages may be considered in a two-fold point of view: one is to benefit 
themselves . . . the other is to injure those who do not join the [com¬ 
bination] . . . The rule of law condemns both . . . ” Hence the workers 
were jailed and fined. 

The judges were reasoning from their socio-economic point of view. 
They regarded unions as a threat to the status quo of society of which 
they were a part. As time wore on, however, more reasoned justice as¬ 
serted itself. As always, judges were susceptible to public opinion. “Mobs 
of laborers held mock trials of judges and hung them in effigy to show their 
resentment at being treated as common criminals for having done what 
they believed they had a perfect right to do. Juries were refusing to con¬ 
vict in spite of clearly proved cases of criminal conspiracy . . . Even the 
press attacked judicial statements that unions were of foreign origin 
. . . ” 10 It was thus not surprising that in 1842, the Massachusetts 
Supreme Court dealt the criminal conspiracy doctrine a mortal blow by 
ruling in effect that the legality of a strike depended upon the end sought, 
and that mere purpose of requiring all workers to join a union (closed 
shop) was not per se illegal. 

City-wide Movements, 1825-1837 

Andrew Jackson rode into the presidency on a wave of agrarian and 
urban revolt against that era’s prevailing economic and political inequali¬ 
ties between different classes. Most rankling to the urban wage earner 
was the length of the workday (sunup to sundown), imprisonment for 

8 O. O. Gregory, Labor and the Law (New York, W. W. Norton, 1946), p. 19. 

9 An 1806 case. Cordwainers were shoemakers, originally those who worked on 
cordovan leather. 

10 C. O. Gregory, Labor and the Law (New York, W. W. Norton, 1946), p. 27. 
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debt, compulsory militia service from which the rich could buy excuse, 
absence of mechanics , lien laws to protect workers in case of employer 
bankruptcy, property qualifications for voting, and lack of free educa¬ 
tional system. 11 

Workers in New York, Philadelphia, and other seaboard centers at¬ 
tempted to cope with these problems through their unions. The battle was 
fought both by direct economic action and by political action. The former 
technique was utilized to improve wages and working conditions, especi¬ 
ally by reducing hours to a straight ten per day. 

Politics and Federation 

It was in the political field, however, that the unions of this period 
made their most spectacular efforts. Workingmen’s parties were formed in 
New York, Philadelphia, and other centers, and, particularly in the two 
largest cities, they held the balance of power between the Federalists and 
the Democrats for several years. One Congressman, Ely Moore, was 
elected by the workingmen’s party in New York. In addition, a number of 
state and city officials were elected by that party in the New York and 
Philadelphia areas. More important, however, was the effect on the 
Democrats. Anxious to secure the workers’ votes, New York’s Tammany 
Hall adopted the basic workers’ program: free public education, universal 
suffrage, and mechanics’ lien laws were adopted or strengthened and com¬ 
pulsory militia service for poor only commenced to disappear. By 1834 
the workingmen’s parties had folded, but their imprint remained. 

There were some attempts at federation during this period. The local 
unions in the cities formed central trades organizations to coordinate their 
activities, and some attempts were made to consolidate them into a na¬ 
tional organization. A National Trades Union was formed in 1834, but it 
lasted less than five years. It did successfully agitate for the establishment 
of the ten-hour day in government employment. The workers’ problems 
were primarily local, however, and they were unwilling to cede authority 
to a national body. The same factor hindered the establishment of na¬ 
tional craft unions although at least five crafts attempted to form national 
unions in the 1830’s. 

A feature of the labor movement in these early years was the promi¬ 
nent role played by intellectuals. Robert Dale Owen, son of the English 
industrialist-philanthropist; Frances Wright, our first women’s suffragist; 
and the brilliant pamphleteer, Thomas Skidmore, all left their imprint on 
the labor movement and all saw their programs promoted at one time or 
another by the unions. As the unions grew, however, a gulf between the 
practical needs of workers and the Utopian dreams of reformers developed. 

11 H. A. Millie and R. E. Montgomery, Organized Labor (New York, McGraw-Hill 
Book Company, 1945), pp. 23 ff. 
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In 1834, the intellectuals' hopes received a substantial setback when the 
unions “ squelched at the outset the attempts of the intelligentsia to turn 
[the National Trades Union] primarily into a political arena." 12 In 1837, 
the financial panic and ensuing depression wiped out almost every form 
of union then existing. Never again did the intellectual * < find the lafror 
movement quite so willing to accept, without question or qualification, 
his pronunciamentos as to its manifest destiny." 18 Nor should this be 
surprising. For throughout history, the intellectual who attaches himself 
to the labor movement has all too often attempted to convert unions into 
either likenesses of his idealism or vehicles for his reformist dreams, 
whereas union members and leaders are primarily interested in the more 
prosaic, but necessary day-to-day business of improving wages and work¬ 
ing conditions. 

Reformism to National Organization, 1840-1867 

The depression which began in 1837 was one of the severest in Ameri¬ 
can history. The ranks of unions thinned out and disappeared in the face 
of mass unemployment. The experience and records of twenty years were 
lost and the labor movement had to start anew. The decade of the 1840's 
saw the formation of many new unions, but too frequently their interests 
were diverted toward reformist programs which were often more well- 
meaning than practical. The spokesmen of various brands of socialism, 
land reform, consumer and producer cooperation, farmer-labor parties or 
political action, the eight-hour day, and free land all attempted to win 
labor's support. In the last analysis, however, it was the practical trade 
unionist who won out, for he alone could deliver something more sub¬ 
stantial than the promised millennium to cope with the problems of wage 
earners—problems made more severe by the commencement of the 
“ American industrial revolution." For it was about 1840 that the use of 
anthracite coal stimulated the rise of the steel industry; that railroad 
development began; and that increased industrialization and urbaniza¬ 
tion went forward rapidly. This decade also saw rapid increases in popu¬ 
lation, wealth, rising prices, and a consequent increased demarcation be¬ 
tween the property holders and the propertyless. 

Unionism of this time was confined to the skilled, but it was vigorous 
and firmly rooted. Beginning in 1852 with the founding of the Interna¬ 
tional Typographical Union, 14 during the following ten years at least a 
dozen organizations were formed which survive to this day. The Civil 

u H. A. Millis and R. E. Montgomery, Organized Labor (New York, McGraw-Hill 
Book Company, 1945), p. 32. 

18 H. A. Millis and R. E. Montgomery, Organized Labor (New York, McGraw-Hill 
Book Company, 1945), p. 33. 

14 Unions are called “International” in the United States because they have 
locals in Canada. 
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War, separating North from South, and dislocating industry and the 
economy, at first seriously set back the new unions; later however, by 
creating a shortage of labor and stimulating industry, it fed the unions. 
By 1867, the union movement was ready for a serious attempt at national 
federation. The result was the National Labor Union, founded in that 
year. 

Professor Montgomery aptly summarizes the National Labor Union 
as “a politico-reform and trade-union society.” 15 Knowing nothing 
of the early struggles of labor for freedom from political domination, and 
beset by the problems of rapid post-Civil War industrialization, the union 
founders of the National Labor Union permitted political as well as labor 
organizations to affiliate. When, moreover, the organization’s propa¬ 
ganda led to the adoption of the eight-hour day in federal employment 
within one year, a naive faith in political action, often since reiterated, 
developed. Other panaceas or reform objectives, however, failed of at¬ 
tainment. States did not, as hoped, pass eight-hour laws; producer co¬ 
operation or worker ownership of industry failed to materialize; and 
“cheap money” or the Greenback movement brought no success to 
worker aspirations. Slowly, the unions dropped out and the National 
Labor Union became purely political until in 1872 it became defunct. 

The Great Upheavals, 1870 1896 

Even before the National Labor Union was engulfed by politics, seven 
tailors met in Philadelphia determined to found an organization which 
would transcend the narrow limits of craft unionism and unite all workers 
under one banner, regardless of race, sex, nationality, or creed. Thus 
was created the Order of the Knights of Labor, which as a secret society 
spread slowly through industrialized Pennsylvania. 

Gradually, the secrecy became a liability. Secret organizations were in 
ill-repute in the anthracite region as a result of the activities of the Molly 
Maguires, a terroristic group which attempted to achieve social justice 
by murdering company officials. The Mollys were uncovered by a Pinker¬ 
ton detective, who managed to become a Molly official and thus achieve 
fame as the first in a long line of labor spies. Several Molly officials were 
hanged for murder, but a question remains as to whether the real culprits 
were punished. 

The Knights’ secrecy was formally abolished in 1879 when Terence V. 
Powderly became the “Grand Master Workman.” He insisted that this 
be done so that the official approval of the Catholic Church could be se¬ 
cured for the new organization. Thereafter the Knights grew rapidly. 


16 H. A. Millis and R. E. Montgomery, Organized Labor (New York, McGraw-Hill 
Book Company, 1945), p. 50. 
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The Nature of the Knights 

The Knights of Labor was an interesting cross between a union and 
an uplift society. It attempted to weld together all elements of the work¬ 
ing classes, and to do so, permitted craft unions to affiliate directly with 
its “general assembly’’ (national organization), and also organized 
“mixed assemblies,” i.e., local organizations composed of a variety of 
workers organized on either an industrial or a heterogeneous basis. 16 Its 
program stressed political reform, and was closely allied with the agrarian 
revolt of this period which is known as the “Great Upheaval.” T. V. 
Powderly, for many years leader of the Knights, was a kindly, friendly 
Irishman, who had a keen sense of social justice, a yearning for a better 
life, and a firm belief in the common virtues and the American system of 
private property. Some of his allies, however, were more radical, and they 
gave the Knights its tone; for local autonomy ruled under the Knights’ 
by-laws. This fact, coupled with the lack of experience of the membership, 
was a big factor in the rapid rise and fall of the organization. 

The Knights of Labor reached its apex in 1886 after a strike on the 
Wabash, Missouri-Kansas-Texas, and Missouri Pacific railroads had 
forced Jay Gould, the financier who controlled these railroads, to grant 
recognition. From 100,000 the previous year, the Knights’ membership 
rose to 700,000. Members came in so fast that it was necessary for the 
central office to suspend organizing to assure that no lawyers, bankers, 
gamblers or liquor dealers, or Pinkerton detectives, the only barred 
groups, would join the Knights. 17 

The decline of the Knights was as rapid as its ascent. Losses in a num¬ 
ber of strikes, including defeat in a second Missouri Pacific walkout, 18 
and the separation of the skilled men into a rival organization, later known 
as the American Federation of Labor, 19 turned the tide. In 1888 the 
Knights claimed only 222,000 members; in 1890, 100,000; and in 1893, but 
75,000. From then till their official dissolution twenty years later, their 
central office was engaged primarily in reform propaganda, often allied 
with the agrarian Greenback and Populist parties. 


18 An industrial union includes all workers in a plant, industry, or industries 
regardless of craft or trade, whereas a craft union includes workers of one craft or 
trade regardless of the plant or industry in which they are employed. Heterogeneous 
unions are those which take membership on any basis. 

17 See T. V. Powderly's autobiography, The Path I Trod (New York, Columbia 
University Press. 1940), p. 143. 

18 For evidence that Martin Irons, leader of the Knights’ organization on the 
Missouri Pacific, was forced to call the second strike at the gun point of an alleged 
company spy, see T. V. Powderly, The Path l Trod (New York, Columbia University 
Press, 1940), pp. 114-143; and Ruth A. Allen, The Great Southwest Strike (Austin, 
University of Texas, 1942), pp. 56-62. 

19 See below, pp. 28-29. 
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HAYMARKET AND PULLMAN 

Two additional incidents of the “Great Upheaval” had a profound 
effect on the American labor movement. The first was the Haymarket 
bombing in Chicago in 1886 by persons unknown, which killed six and 
wounded scores attending a radical meeting. Four anarchists were hanged 
for murder, one committed suicide, and three were jailed after being 
found guilty. Governor Altgeld of Illinois subsequently pardoned those in 
prison after finding, as all students now agree, that the convicted were 
innocent men railroaded by injustices. 20 The effect, however, damaged the 
labor movement, and particularly the Knights, who were wrongly associ¬ 
ated in the public mind with the bombing. 

The other event, the Pullman strike in 1894, marked another setback 
for radical unionism and helped to insure the triumph of the type of 
unionism represented by the American Federation of Labor and the rail¬ 
road brotherhoods. This strike involved the American Railway Union, an 
industrial union founded by Eugene Debs, former secretary of the 
Brotherhood of Locomotive Firemen and Enginemen, 21 and later America’s 
most popular socialist leader. Debs sought to unite all railway labor under 
one banner after observing the interunion bickering which featured the 
craft unions on the railroads. He appeared to be well on his way to suc¬ 
ceeding after winning a strike on the Great Northern and attracting 
150,000 workers to his banner, when the workers in the company town 
of Pullman (now a part of Chicago) struck in protest against wage cuts 
and increased rents by their paternalistic boss. An attempted boycott 
against Pullman cars was at first successful, but it brought the federal 
government into the fray on the side of the employer and caused the de¬ 
feat and destruction of the union. The conservative AFL and brotherhood 
leaders, although concerned at the government’s strike breaking, were not 
unmindful of the danger to their organization if Debs’ type of unionism 
should succeed. They therefore did not cooperate with the strikers to 
any degree. 

The Rise of the American Federation of Labor 

While the Knights of Labor was achieving its great boom, a group of 
trade union leaders met in 1881 and formed what was first called the 
Federation of Organized Trades and Labor Unions and then, after 1886, 
the American Federation of Labor. Led by Samuel Gompers and Adolph 
Strasser of the Cigar Makers’ Union, this group was composed primarily of 
representatives of the skilled trades who not only did not desire to be 

10 See Henry David, The Haymarket Affair (New York, Farrar and Rinehart, 
1936). 

J1 For details of this organization and the strike, see Almont Lindsey, The Pullman 
Strike (Chicago, University of Chicago Press, 1942). 
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submerged in the mass movement of the Knights of Labor, but who feared 
that the net result of the Knights’ activities would be the destruction of 
trade unionism as they conceived it. These trade unionists felt that the 
mass movement of the Knights of Labor was doomed to failure; that 
trade unionism could best succeed if confined to those who were able to 
organize themselves, in other words, to skilled or strategically located 
groups; and that trade unionism should confine itself to the immediate 
issues of improving workers’ wages and working conditions rather than to 
work for a Socialist Utopia, or to get entangled with other political move¬ 
ments or “uplift” campaigns. 

The philosophy of the AFL leaders was thus a pragmatic one, grounded 
firmly in the principles of American capitalism. They were out to improve 
the conditions of those whom they represented and they represented the 
skilled workers or workers who, because of their strategic location, had 
bargaining power sufficient to command employer recognition. To the 
great mass of workers they said in effect: “Organizing will help you, but 
until you are ready for organization, we can best aid you by pulling up 
our wages and thus indirectly influencing yours to rise also.” 

Samuel Gompers 

Samuel Gompers and his fellow founders of the AFL did not come to 
their conclusions concerning the type of labor movement that could 
prosper in America without patient study and experience. Gompers was 
a self-educated man. The son of Dutch-Jewish immigrants, he was 
brought to this country as a child and as a youngster went to work in 
the slum tenement cigar factories in New York. Early in his working 
career he became acquainted with the German socialists, mainly refugees 
from the unsuccessful European revolution of 1848. Through them he was 
familiarized with the writings of Marx, Bakunin, the anarchist, and the 
other literature of socialism. Often the cigar makers worked in groups of 
10 or 15 with one of the workers spending the entire day reading to the 
rest and his fellows making up his wages out of their own. At the same 
time, Gompers took an active role in the developing Cigar Makers’ Union 
and thus acquired the practical experience of trade unionists. 

Although sympathetic with the aims of socialism, Gompers and his 
fellow trade unionists were thoroughly convinced that a labor movement 
founded as an arm of the socialist party, or even espousing socialist prin¬ 
ciples, could not survive in America. Gompers saw clearly that any organi¬ 
zation which made a frontal attack on private property would alienate the 
dominant American middle classes and would find little support even 
amongst employees, who were less class conscious and more interested in 
getting ahead as individuals than any of the European Socialists had been 
able to comprehend. Accordingly, the program of the American Federa- 
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tion of Labor was geared to the requirements of the American scene. It 
succeeded where other movements had failed. 

Although during the first years of the AFL growth was slow, it was 
steady and, as the Knights of Labor declined, the Federation forged 
ahead. Socialists made attempts to convert the AFL into an appendage 
of their organization. In one year, 1894, they did succeed in defeating 
Gompers for the presidency. They were unable, however, to place their 
man at the helm for more than one year, and Gompers was returned to 
office which he held every year thereafter until he died in 1924. Later the 
Socialists changed their program and attempted to form a rival organiza¬ 
tion known as the Socialist Trade and Labor Alliance. This organization 
failed, however, to become anything more than a paper one. It had 
virtually no mass following and consisted mainly of hard working pam¬ 
phleteers and rigid doctrinarians in New York City under the leadership 
of Daniel De Leon. An extraordinarily able but difficult person, he spent 
most of his time attacking his fellow radicals for deviations from 41 true 
Socialist principles.” Meanwhile the AFL prospered. By 1902, its member¬ 
ship exceeded one million. 

In order to insure control of the AFL by national unions, Gompers 
was careful to reject affiliation offers by political groups. The constitution 
of the AFL maintained the national unions as autonomous organizations 
each with exclusive jurisdictional rights in its territories. An executive 
committee, at various times of 5 to 13 persons, elected from affiliated 
national unions, plus a full-time president and secretary, governed the 
Federation between annual conventions. Representation in the AFL con¬ 
ventions was based on dues-paying membership. A combination of a few 
larger unions could thus control the AFL. The president's office had little 
authority. By leadership, force of personality, and an astute sense of poli¬ 
tics, Gompers gave the AFL presidency a vitality not continued after his 
death. 

The AFL Philosophy and the Railroad Brotherhoods 

During the latter half of the nineteenth century, a separate labor 
group flowered on the railroads built around the so-called “Big Four” 
railroad brotherhoods—the Brotherhood of Locomotive Engineers, the 
Brotherhood of Locomotive Firemen and Enginemen, the Order of Rail¬ 
way Conductors, and the Brotherhood of Railroad Trainmen. Founded 
between the years 1863 and 1881, these unions by 1900 had organized the 
great majority of workers under their jurisdiction. They had, however, 
developed in a different manner from the craft unions which made up the 
American Federation of Labor. Except for the Trainmen, they had been 
established mainly as fraternal and beneficial societies. Railroading was 
such a dangerous trade in those days that operating creWs were unable 
to secure insurance and protection from injury at equitable rates. Their 
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mutual benefit societies were aimed at taking care of this distressing 
problem. In addition, since many railroad towns were isolated, the organi¬ 
zations filled the social needs of the members. Hence the name “Brother¬ 
hood” or “Order,” the terming of the local union “Lodge,” and the des¬ 
ignation of a top union official as the “ Grand Chief Engineer.” It was not 
until 1890 that all of these unions had assumed a trade union character. 
Their fraternal and beneficial aspects have remained, however. To this 
day an important feature of their contemporary activity is selling cheap 
life insurance to their members and providing a social life, as well, in many 
areas. 

The Big Four brotherhoods have never affiliated with the American 
Federation of Labor or any other similar federation. There are many 
reasons why they have remained independent. One has been their intense 
discrimination against non-white workers. Organized as fraternal bodies 
they confined membership to white men as do many social fraternities. 
Later, however, the brotherhoods found this a convenient tool to combat 
the use of Negro train crews in the South and to shift unemployment 
onto non-union railroad workers. Although the AFL has never been con¬ 
sistent in its race relations and has not provided effective leadership to 
its constituent unions on this question, but rather has tolerated race dis¬ 
crimination, the vigor of the railroad brotherhoods' racism did not pro¬ 
mote unity between the two groups. 

Undoubtedly more important however, in preventing, over the years, 
affiliation of the railroad brotherhoods with the American Federation of 
Labor have been the different attitudes of these groups toward govern¬ 
ment intervention in labor disputes. The American Federation of Labor, 
as the true counterpart of American capitalism, has traditionally opposed 
government intervention in industrial relations matters. Samuel Gompers 
and business exponents of laissez faire were one in their belief that the 
government should confine its role in labor relations to policing and the 
maintenance of order and should not interfere in industrial relations mat¬ 
ters or in the internal affairs of labor or business. Thus, Gompers opposed 
government intervention in labor disputes even to the extent of govern¬ 
ment facilities for mediation and voluntary arbitration, 22 foreseeing that 
such intervention might lead to compulsory arbitration. Moreover, he 
wanted no part of government assistance in union organization. He did 
not think the government should outlaw discrimination against workers 
because of union membership, believing that such government aid would 
lead to government control. 23 


** Mediation or conciliation is the process whereby a third party attempts to 
secure settlement by persuasion and compromise. Arbitration involves the use of a 
third party to decide a dispute. 

** That this was no idle fear is evident. Twelve years after the pro-union Wagner 
Act was passed. Congress enacted the Taft-Hartley law, a union-control act. 
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In social welfare matters Gompers was likewise opposed to govern¬ 
ment intervention. No less than business men he was against a govern¬ 
ment minimum wage for men and against government unemployment 
insurance and other forms of governmental social security. He believed 
that such welfare programs would weaken democracy by making citizens 
too dependent upon the state; that a minimum wage would tend to be¬ 
come a maximum and thus limit union action; and that minimum wages, 
unemployment insurance, and other social security measures could best 
be provided by the workers themselves through trade unions. The only 
exception to this rule, he felt, was maximum hours and minimum wage 
legislation for women and children, and for government employees. These 
groups had little bargaining power and were therefore, he felt, in need of 
special government protection. 

Early Railroad Labor Legislation 

Philosophically and ideologically, the railroad brotherhoods were not 
differently oriented from Gompers and the AFL. They were, however, as 
pragmatic as was Gompers and they were in a different position from that 
of the AFL unions. For theirs was not the question of whether there would 
be regulation or not. Instead, it was the question of what kind of regula¬ 
tion there would be. The increasing concern of the people over the abuses 
of railroad ownership, together with a number of severe railroad strikes 
in the 1870’s and 1880’s—some of which had been put down rather blood¬ 
ily with the use of troops—called forth demands for machinery which 
would insure peaceful settlements on the railroads and end interruptions 
of interstate commerce. 

Having passed the Interstate Commerce Act to regulate the abuses 
of railroad management, Congress turned its attention to industrial rela¬ 
tions on the railroads. In 1888 it passed the so-called Arbitration Act, 
which provided machinery for voluntary arbitration and the appointment 
of a presidential fact-finding board to investigate disputes. The arbitra¬ 
tion features of the law were never utilized and the fact-finding features 
only once, and then after President Cleveland had effectively destroyed 
the Pullman workers 7 strike in 1894. 

In 1898 Congress tried again, passing the so-called Erdman Act. This 
law established the basic procedure for voluntary mediation and arbitra¬ 
tion of railway labor disputes which is still adhered to in modern railroad 
labor legislation. In addition it contained an interesting section (declared 
unconstitutional by the Supreme Court in 1898) which forbade discrimi¬ 
nation against workers because of union membership and outlawed the 
so-called “yellow-dog contract.” The Erdman Act applied only to the op¬ 
erating employees of railroads because, significantly, they were the only 
organized group on the railroads at that time. Although the unorganized 
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non-operating employees 24 were perhaps in greater need of legislation, 
they had no spokesman comparable to the Big Four brotherhoods. 

Gompers was critical of nearly all sections of this law. He did not op¬ 
pose its application to the railroads out of deference to the railroad 
brotherhoods, but he made it crystal clear that he wanted no such legis¬ 
lation for industry with which the AFL dealt. On the other hand, the 
railroad brotherhoods, realizing that the only question before them was 
the type of legislation, successfully fought for the protective features of 
the Erdman Act. This clash of views removed the possibilities of railroad 
brotherhood affiliation to the AFL at the time. 

The Injunction and the Yellow-dog Contract 

On one thing Gompers and the railroad brotherhoods agreed, and that 
was the necessity to curb what they termed “ government by injunction/' 
The injunction became prominent in labor disputes in the latter half of the 
nineteenth century. It was carried over into labor relations from the com¬ 
mon law where it was devised to grant continuing relief where damages 
would not suffice to remedy a continuing harm. For example, if a farmer 
who depended upon a brook for water observed his neighbor upstream 
damming up that brook, he might, under certain conditions, go into court, 
present a bill to a judge, and secure an ex parte temporary injunction 
requiring the neighbor to cease work on the dam, to maintain the status 
quo, and to appear in court in a given period, usually a week or ten days, 
to show cause why the injunction should not be made permanent. At 
the hearing both parties would then have the right to plead before the 
judge as to what his course of action should be. The judge would then 
render an opinion, either dissolving the injunction or making it perma¬ 
nent. In any case any party who fails to comply with an injunction, 
whether temporary or permanent, is in contempt of court and subject to 
penalties which the judge may care to impose without trial by jury. 

Employers soon saw in the injunction an ideal weapon to curb the ac¬ 
tivities of labor unions. An employer who felt that a strike was impending 
could scurry to a judge with a complaint and rather easily secure an in¬ 
junction requiring the union to stay any action on the grounds that grave 
damages would befall the employer. In the intervening time the employer 
could fire union members and otherwise undermine the organization so 
that by the time the hearing was held, the question whether the injunction 
was to be made permanent or to be dissolved was irrelevant. Judges 
showed a ready disposition to grant injunctions on the flimsiest requests. 

To supplement the injunction, a legal technique was developed which 
was soon termed by organized labor, and is now known generally, as the 

14 1.e., employees in the railway shops, the railroad telegraphers, signalmen, clerks, 
maintainance-of-way employees, etc. 
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“yellow-dog contract.” This is an agreement between an employer and a 
worker whereby as a condition of employment the worker agrees not to 
join the union. Unionists maintained that this was not a legal contract 
since the worker only signed it by coercion, and the courts of New York 
State upheld this contention by refusing to enforce it. The federal courts 
and those in most other states, however, maintained that the mere fact 
of inequality of bargaining power did not necessarily render a contract 
unenforceable. Thus, if an employer had signed up his workers to yellow- 
dog contracts, he might get an injunction requiring the union organizer 
to cease attempting to induce the employees to break their legal contracts! 
This was truly an effective anti-union device. 

The climax of government by judiciary came when the Supreme Court 
ruled that the Sherman Anti-Trust Law, enacted in 1890 to curb cases of 
business combination, was applicable also to labor combinations and that 
employees who had instituted a nation-wide boycott against a hat manu¬ 
facturer could be successfully sued for the treble damages provided in the 
law. 

This was the background which led to the 40-year AFL campaign to 
end government by judiciary and to neutralize the courts. Gompers ap¬ 
pealed continually to Congress to take action in this regard. He argued 
that he was not abandoning the principle of neutral government or “vol¬ 
untarism” but rather that he was asking Congress to implement it; for 
the courts in his opinion were firmly on the side of the employer. In 1914 
when Congress passed the Clayton Act, Gompers thought he had won his 
aim, but the courts whittled away this law by interpretation. It was not 
until 1932 with the passage of the Norris-LaGuardia Act that the AFL’s 
great legislative drive achieved fruition—only to be partially annulled 
fifteen years later with the passage of the Taft-Hartley Act of 1947. 

Industrial Relations, 1880-1914 

The years of the great upheaval were also years which saw the first 
attempts at modern collective bargaining. National agreements negoti¬ 
ated in the stove, glass, and pottery industries, the beginning of regional 
collective bargaining in the bituminous coal industry, a large number of 
agreements in the building and printing trades, all showed promise of a 
conciliatory tone in industrial relations between labor and management. 
Under the leadership of John Mitchell, president of the United Mine 
Workers and one-time Gompers “heir apparent,” the anthracite coal in¬ 
dustry was organized and a working agreement achieved after two long 
strikes and federal intervention in the form of a fact-finding commission 
had forced the hard boiled operators to negotiate. 26 

as Among them was George M. Baer, president of the Philadelphia and Reading 
Company, who immortalized himself with this statement: “The rights and interests 
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In the 1890's, also, industrialists and bankers under the leadership of 
Mark Hanna, President McKinley's campaign manager and later a Sena¬ 
tor from Ohio, joined with Gompers and other AFL leaders in founding 
the National Civic Federation. This body sought agreement between 
labor and industry on broad principles, promoted collective bargaining 
contracts, and maintained voluntary machinery for mediation and arbi¬ 
tration of labor disputes. By promoting collective bargaining, the Civic 
Federation aided the immediate interests of the AFL. It frowned, how¬ 
ever, on aggressive unionism. Since the latter was needed to organize the 
unorganized, unskilled masses, the Civic Federation's influence was more 
friendly to established unions than to union growth. 

If, however, the AFL had established a beach head in industry through 
agreements and “class collaboration" in the Civic Federation, it found 
no warm welcome on industry's shores. This was especially true in the 
new mass production industries. Andrew Carnegie, rising genius of the 
steel industry, had at one time been anxious to deal with the Amalga¬ 
mated Association of Iron, Steel and Tin Workers. He reasoned that by 
encouraging the union, he would encourage stability of prices, and since 
he figured he could outsell his competitors if he held them to equal costs, 
he promoted unionism to promote sales. 

As Carnegie grew in the industry, however, his love for unionism de¬ 
clined. In 1889 he dealt the Amalgamated Association a terrific blow when 
he ousted it from his Homestead plant (near Pittsburgh, Pennsylvania) 
in a bloody strike. The course of unionism in steel from then on was down¬ 
ward, and as steel went, so went unionism in mass production. The United 
States Steel Corporation, which was formed in 1901, principally by Car¬ 
negie and Morgan interests under the latter's domination, refused to 
recognize the steel union, defeated it in its attempt to force recognition 
by a strike, and then gradually eliminated it from the plants where it had 
already been recognized. Mass production industries which grew up be¬ 
tween 1900 and 1933 followed the lead of the steel corporation. Detroit, 
the automobile capital, Akron, the center of rubber products, the Pitts- 
burgh-Ohio Valley steel center, Chicago, the heart of the meat packing 
combines, all kept unionism from their gates except for the briefest of 
periods during World War I, and other industries followed their lead. 

* As their spokesman, the anti-union interests found the National Asso¬ 
ciation of Manufacturers an excellent crusader. Under the leadership of 
D. M. Parry and James Kirby, Jr., the NAM began an all-out attack on 
the “closed shop," proclaiming the open shop the American way, if not 
God's own way. To the NAM the open shop meant the elimination of 

of the laboring man will be protected and cared for not by labor agitators but by 
Christian men to whom God in his infinite wisdom has given control of the property 
interests of the country." 
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trade unionism. Between 1900 and 1914 the American Federation of 
Labor was on the defensive. It held its own in industries in w r hich work¬ 
ers had strong bargaining power such as building, printing, glass, stove 
foundries, and to some extent bituminous coal mining, and its member¬ 
ship increased to 2,000,000 by 1914. Nevertheless, it failed to keep pace 
with a growing industrial plant. Even in those industries such as glass, 
where it had a firm foothold, the AFL unions were confined largely to the 
skilled employees. Coal mining was one of the few union strongholds 
among semiskilled and unskilled employees. 

Thus, at a time when employers in other democratic countries, e.g., 
England and Sweden, had decided to accept collective bargaining, the 
leaders of American industry declared war on a conservative, pro-capital¬ 
istic, pro-private property labor movement. The fruits of this war are 
with us to this day in the suspicion, belligerency, and lack of good faith 
which characterizes much of modern industrial relations. 

To be sure, many employers had good cause to reject unionism around 
1900. The history of industrial relations provides many examples of 
unions during 1880-1900 refusing to sign written agreements, adhering 
to “quickie” strikes, and placing restrictive rules on expanding industries. 
Industry, however, had the opportunity to work out a modus operandi 
with the AFL, but the fight-unionism program of the National Associa¬ 
tion of Manufacturers prevailed over the cooperative program of the 
National Civic Federation. 


The IWW 

The failure of the AFL to consider the needs of the unskilled was in no 
small part responsible for the development of a rival organization, the 
Industrial Workers of the World. The IWW was a manifestation of dis¬ 
content, principally on the part of workers in the metal mines, the logging 
camps, and the migratory labor forces of the West. Ignored by the AFL, 
and used to the direct action of the western frontier, the unskilled work¬ 
ers of that area turned to an organization which frankly espoused the 
overthrow of the capitalist system and preached and practiced militancy 
in industrial relations. The IWW would not sign contracts. They regarded 
such agreements as instruments of capitalistic enslavement. Local au¬ 
tonomy and mass action were the methods by which the IWW hoped to 
achieve its ends. 

The bloody battles of the IWW, the attempts to suppress it, the denial 
of civil liberties, and the reply of the IWW to force in kind, have been 
told in numerous places and need not be repeated here. Of major impor¬ 
tance, however, is the fact that the IWW never built a trade union move¬ 
ment as such. Its organizers were agitators who either stirred up trouble 
or took charge of trouble when it broke out. They often performed yeo- 
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man service in securing better wages, hours, and working conditions in 
particular situations. Once, however, their initial objectives were secured 
or lost, the IWW leaders were off to another trouble spot leaving the local 
organization to wither away. The press built up the “wobblies” as a tre¬ 
mendous organization. Their strength, was more carefully appraised by a 
scholarly observer of the labor movement after he had witnessed their 
1913 convention: 

The first significant fact revealed by this convention, and by the whole 
history of the IWW as well, is that this body, which claims as its mission 
the organization of the whole working class for the overthrow of capital¬ 
ism, is pathetically weak in effective membership and has failed utterly 
in its efforts to attach to itself permanently a considerable body of men 
representative of any section of American workers. 26 

IWW leaders energetically opposed the American entrance into World 
War I and preached sabotage to prevent it. As a result, many of the lead¬ 
ers were indicted, the organization proscribed, and what was left of the 
membership was pretty thoroughly broken up by the post-World War I 
red witch hunts of the then United States Attorney General, Palmer 
Mitchell, who hoped thus to scare his way into a presidential nomination. 
Today a few locals of the IWW still remain. Paradoxically, they have 
become extraordinarily conservative and have criticized the “radical” 
tendencies in the AFL and the CIO. 

World War I to the Great Depression 

The “New Freedom” of the Wilson administration promised organ¬ 
ized labor many gains. One of these was the Clayton Act to restrain labor 
injunctions, which Gompers hailed as the Magna Charta of labor only to 
find that the Supreme Court thought otherwise. As the war approached 
the Wilson administration became more and more solicitous of labor sup¬ 
port. Gompers, who at first had demonstrated a vigorous anti-war philos¬ 
ophy, soon was preaching for Wilson preparedness. A threatened strike 
by the four railroad brotherhoods for an 8-hour day was averted when 
President Wilson secured the passage of the Adamson Act guaranteeing 
the 8-hour day without loss of pay from the previous 10 hours to all oper¬ 
ating employees of railroads (hence, not extending the benefits to the still 
unorganized non-operating group). As war approached, tripartite, pub¬ 
lic-labor-industry labor relations boards were established in critical in¬ 
dustries and the AFL was given official recognition as a representative of 
labor. In return, the Federation put aside voluntarism and cooperated 
thoroughly with government. 


18 R. F. Hoxie, Trade Unionism in the United States (New York, Appleton, 1924), 
p* 139. 
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When war finally broke out, President Wilson called together repre¬ 
sentatives of labor and industry, and they hammered out an agreement 
providing among other things, the establishment of a tripartite National 
War Labor Board, an agreement guaranteeing the right of organization 
and providing for a freeze on the closed shop issue which stated that open 
shops were to remain open and closed shops closed for the duration. Aided 
by the shortage of labor, the official recognition by government, and a 
truce with industry, organized labor’s ranks a shot up to 5,500,000, which 
proved to be the highest membership figure prior to 1935. 

Railway Labor in World War I 

A substantial section of organized labor’s gains occurred on the rail¬ 
roads. Shortly after war was declared. President Wilson, pursuant to a 
1916 law, took over the railroads and placed them under federal operation, 
under an agency known as the United States Railroad Administration. 
The Railroad Administration adopted a pro-labor program which forbade 
discrimination because of union membership, raised wages substantially, 
and improved working conditions and placed railway labor relations under 
the surveillance of the former president of the Brotherhood of Locomotive 
Firemen. Under this regime the operating unions increased their already 
strong position and the non-operating organizations, which had previously 
had only a foothold in the industry, almost completely organized the 
shop, clerical, telegraph, signal, and maintenance-of-way employees. 

Having been treated so benevolently by government, the railroad 
unions wanted to freeze the status quo. They proposed the “ Plumb Plan ” 
by which the government would maintain possession of all railroads under 
a tripartite agency with union representation. This program had little 
support elsewhere so that the railroads were returned to private owner¬ 
ship in 1920. Although the Plumb Plan was supported by the AFL con¬ 
vention of 1920, it was bitterly opposed by Samuel Gompers, who felt 
that socialization of industry would mean the end of collective bargain¬ 
ing. The opposition of Gompers was enough, however, to defeat the last 
serious attempt on the part of the four railroad brotherhoods to affiliate 
with the AFL, for although the brotherhoods voted to affiliate, the ques¬ 
tion was pigeonholed by the AFL Executive Council. 

Postwar Strife 

World War I was followed by serious industrial strife. The nation had 
a major coal strike in 1919 and an industry-wide steel strike (which was 
mainly a demand for the end of the 12-hour day in blast furnaces and for 
recognition of the union). The strike was put down by the industry with 
considerable force after being portrayed as a “red menace” to the coun¬ 
try. Serious stoppages also occurred in other industries such as meat pack- 
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ing, with the result that similar to another postwar year, 1946, the year 
1919 was one of the costliest in terms of per capita days lost from work 
because of strikes. 

The year 1919 was also an inflationary year with prices soaring, which 
of course was one of the serious reasons for labor discontent. High prices 
continued in the 1920’s and then broke, and the country experienced a 
short but serious depression. Labor's gains of the war fell away as war 
industries closed and unemployment set in. Industry took the offensive 
with the ‘‘ American plan," a dressed-up version of the open shop—dressed 
up by the first ingredients of personnel administration. 

Personnel Administration 

During the war American industry had realized the high cost of hit- 
or-miss personnel policies. Industry became concerned for the first time 
over high labor turnover, foreman training, scientific salary administra¬ 
tion, and the other elements which Frederick Taylor had been preaching 
for thirty years. Moreover, the public was demanding more democracy 
in industry and the more forward-looking industrialists saw that they 
must have something to meet the trade union challenge besides the fa¬ 
mous remark attributed to the chairman of the United States Steel Cor¬ 
poration: “ We do not deal with unions as such.” 

Out of this developed many elaborate schemes of employer represen¬ 
tation and company unions. They were often deficient in many ways. 
Certainly in the last analysis, the company union cannot give the worker 
the bargaining power to stand up and fight for an enlargement of his share, 
since it ultimately owes its strength to company toleration. Neverthe¬ 
less, it must not be forgotten that during the twenties it was the forward- 
looking, liberal employer who sponsored the company unions and the em¬ 
ployee representation plans. The rest of the employers did not permit 
even such organization of their workers. Moreover, company unions 
played a valuable role in training future union leaders, in teaching em¬ 
ployees to discuss their rights, to learn about business, and quite unin¬ 
tentionally to realize the impotence of company unions as bargaining 
agents—the last, only after depression destroyed the prosperity of the 
1920*8. 


The AFL, 1920-1932 

American trade unionism was in a state of decadence during the 1920’s 
despite the fact that even today the AFL is led by some of the leaders 
who were prominent during the twenties. Some of them were old in spirit 
and unreceptive to new ideas by 1920. The Federation was unwilling and 
unprepared to organize the great mass of employees. As technological and 
n*ass production methods reduced skills and converted jobs into semi- 
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skilled operations, the AFL continued to hold on merely to the craft 
unions and made no serious attempt to organize the great body of work¬ 
ers. Membership slowly fell from the wartime peak to less than 3,000,000 
in 1932. The coal miners' union, which had been the largest in the AFL, 
failed to organize southern West Virginia and Kentucky. Accordingly, it 
was eliminated from most of the northern mines because northern man¬ 
agement could not pay union wages and compete with the South. Even 
the building trades unions, which were the bulwark of the AFL, lost their 
grip on San Francisco and failed to penetrate such new industrial areas 
as Detroit. The spectacle of a union movement declining in prosperous 
times was unprecedented in history. 

The Rise of William Green 

Samuel Gompers held on to his post as AFL president till he died soon 
after the 1924 convention, at the age of 74. Although a vigorous man for 
his age, during the last ten years he was far from the leader that he had 
been during his prime. As his successor, the choice of William Green was 
the climax of one of the many charming American success stories whereby 
the hero achieves the coveted position more or less by accident. William 
Green is a native of a mining community in Ohio where he joined the 
United Mine Workers at an early age. After serving the UMW as district 
official he gradually made his way up to the national secretary-treasurer- 
ship. His UMW career was temporarily interrupted by a term in the Ohio 
State Senate, where he distinguished himself by fathering a model work¬ 
men's compensation law. 

Green's career might well have been capped by the UMW secretary- 
treasurership, had he not served as a tool for the egos and ambitions of 
two men named Lewis. The first Lewis, Tom (no relation to John L.) be¬ 
came president of the United Mine Workers in 1911 when the great John 
Mitchell resigned his UMW presidency. Two years later Mitchell also 
resigned as first vice-president of the AFL. Following the custom of the 
AFL when a member of the Executive Council resigns, the vice-presidents 
are moved up so that the last vice-presidency is open to a newcomer. 
Gompers, desirous of maintaining the political status quo of the AFL, 
therefore offered the eighth vice-presidency to Tom Lewis. The latter, 
displaying an ego reminiscent of his contemporary namesake, rejected 
the position, stating that he would have the first vice-presidency or none 
at all and suggesting that if the United Mine Workers could secure only 
an eighth vice-presidency, the AFL could give the job to Green. Thus the 
UMW secretary began his career as an AFL official. 

Funeral by funeral, as it were, Mr. Green made his way up to the third 
vice-presidency by 1924. Meanwhile, the aggressive John L. Lewis had 
assumed the presidency of the United Mine Workers and clearly demon- 
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strated his ambition by having the temerity to run for the AFL presi¬ 
dency against Samuel Gompers in 1921. John L. might well have made the 
grade that year except that Matthew Woll, president of the Photo-En¬ 
gravers’ Union and then designated Gompers’ heir apparent, assumed the 
role of Gompers’ campaign manager. He persuaded the delegates of the 
1921 AFL convention that if they turned Gompers out, they would get a 
man who was so dictatorial that he could not possibly be lived with. The 
result was a two-to-one defeat for Lewis. 

When Gompers died after the 1924 convention, the AFL Executive 
Council had the task of filling his shoes for the interim until the next con¬ 
vention met. Lewis, who wanted the job, knew he could not swing it, but 
he was determined to prevent his archenemy, Woll, from taking over. He 
therefore made a deal with the other “Indianapolis boys”—President 
Hutcheson of the Carpenters’ union and President Tobin of the Team¬ 
sters’ union, who like the miners and typographical unions then had their 
headquarters in Indianapolis. The deal placed William Green, a compro¬ 
mise candidate in the AFL president’s chair, and he has been successfully 
reelected ever since. 

Although William Green owed his AFL presidency to John L. Lewis 
more than to any other one person, the decline in membership in the 
miners’ union in the 1920’s forced Green to rely more and more for politi¬ 
cal support on the building trades. As a result when the big controversy 
over union structure and power broke after the New Deal, Green was 
an ally of the craft unionists of many years’ standing rather than of the 
industrial union group from which he got his start. 

Other Developments, 1920-1934 

Even the railroad unions did not find the twenties an era of great suc¬ 
cess. In 1922 the shop employees went on strike on a nation-wide basis 
and were roundly defeated when the operating unions did not respect their 
picket lines. As a result the shop unions lost more than two-thirds of 
their membership which they never regained before the advent of the 
New Deal. 

Railroad labor, however, made one great advance. It succeeded in 
securing the cooperation of the railway industry to sponsor a law, the 
Railway Labor Act of 1926, which Congress passed and President Cool- 
idge signed. Although this legislation did not achieve everything the rail¬ 
way unions wished, it did give official recognition to the right of collective 
bargaining which was significant enough to have the National Associa¬ 
tion of Manufacturers oppose it despite the wishes of the railway industry. 
This Act which covered all railway employees had the support of the 
American Federation of Labor despite the fact that such support was at 
direct odds with the principle of voluntarism. 
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In 1932 on the eve of the New Deal, the AFL was close to being a 
broken down organization which was losing members rapidly* and had 
neither the finances, the structure, nor the will to recoup its losses* Never¬ 
theless, in that very year Congress passed the Norris-LaGuardia Act end¬ 
ing “government by injunctions” by making it extremely difficult for an 
employer to secure an injunction from a federal court in a labor dispute; 
and by denying federal court enforcement of yellow-dog contracts. Thus 
at the bottom of its fortunes, the AFL won the greatest legislative triumph 
of its career. 


Labor Under the New Deal 

The Roosevelt Administration, which came to power in 1933, brought 
gains to labor which were unprecedented in American history. In the wake 
of such legislation as the National Recovery Act, the National Labor Re¬ 
lations (Wagner) Act, and the amendments to the Railway Labor Act, 
trade union organization increased to an all time high, which, with the 
final impetus of war accompanied by an unparalleled shortage of labor, 
drove union membership to a figure of 15,000,000. 27 

The NRA Period 

The first great New Deal law, the National Industrial Recov¬ 
ery Act may be regarded as a sort of general handout to the differ¬ 
ent pressure groups in the country. Business and agriculture were en¬ 
couraged to plan scarcity in order to raise prices, and labor was given the 
right to organize without management interference. Labor’s right was 
not enforcible to a very important extent, but energetic unionism took 
immediate advantage of it. Gambling the last $75,000 in the miners’ union 
treasury, John L. Lewis sent expert organizers throughout the country’s 
coal fields and w T ithin three months had enrolled 600,000 coal miners in¬ 
cluding those in the previously impregnable anti-union strongholds of 
Kentucky and southern West Virginia. The International Ladies Gar¬ 
ment Workers 7 Union resurrected and expanded itself as did the Amalga¬ 
mated Clothing Workers in the men’s clothing industry. Unionism sprang 
up in the mass production industries, unaided, unguided, and confused; 
for if some organizations sprang into action under the magic of NRA, most 
of the AFL lay quiet and asleep. Not until after considerable prodding 
did AFL organizers appear on the scene to help in abetting unionization 
in previously unorganized industries. Then, in industries, such as rubber 
and automobiles, where no AFL affiliate had general jurisdiction, the 
Federation chartered directly AFL-affiliated or “federal” locals. 

Without a central organization, however, these locals were often in- 


47 Discussion of legislation on collective bargaining is reserved for Part VI. 
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effectual. Moreover, craft unions of carpenters, electrical workers, ma¬ 
chinists, etc., claimed the right to, and often did, demand that craftsmen 
in newly organized federal locals be turned over to them. The effect was 
usually to destroy the federal local and to estrange the transferred crafts¬ 
men from the labor movement until organizations suited to their purposes 
were founded. 

In the steel and meat packing industries, AFL unions did exist. The 
Amalgamated Association of Iron, Steel and Tin Workers, however, had 
an unbroken record of failures since the Homestead strike in 1889, and 
its leadership had neither the resources nor the capacity to undertake a 
large-scale organizing drive. Except for a short World War I interval, the 
Amalgamated Meat Cutters and Butcher Workmen had never penetrated 
the major meat packing centers. Until revitalized in the late 1930’s, it 
appeared content to confine its organization to the small packing estab¬ 
lishments and to retail butchers. 

Power and Structure Conflict 

Failure on the part of the Federation to do a better job resulted in 
considerable criticism both within and without its ranks. Led by John L. 
Lewis, a growing clamor developed within the AFL for unionization of the 
mass production industries on an industrial rather than on a craft basis. 
Jealous of their power and fearful of what the influx of large numbers of 
semiskilled and unskilled workers would mean to their status, the craft 
union leaders declined to accept industrial unionism for the unorganized 
mass production industries. 

After two attempts at compromise in preceding conventions, the stage 
was set for the big blow-up at the 1935 AFL conclave in Atlantic City. 
Charging that the AFL leadership “seduced me with fair words,” Lewis 
demanded that the Federation grant industrial union charters in mass 
production industries. He expressed fear based on experience in the twen¬ 
ties that lack of unionization in steel would endanger the new union move¬ 
ment in the coal mines because of the large-scale ownership of coal mines 
by steel interests. Moreover, Lewis realized that the influx of new recruits 
from industrial unions would increase his prestige and power within the 
AFL. 

The craft unionists, however, had the votes. Lewis’ proposal was voted 
down. The issue was fought in terms of craft versus industrial unionism, 
but the basic issue was power, and the craft unionists held on to tradition 
and control. 

Even before the 1935 convention was over, the industrial union group 
led by Lewis, Dubinsky of the Ladies Garment Workers’ Union, and Hill¬ 
man of Amalgamated Clothing Workers (and including unions in the oil, 
textile, and metal mines industries) met and formed the Committee for 
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Industrial Organization for the avowed purpose of organizing unorgan¬ 
ized workers within the AFL. The original unions were soon joined by 
others such as the rubber, flat glass, automobile, shipbuilding, and elec¬ 
trical appliance workers’ unions, who had pleaded in vain with the AFL 
for industrial union charters. The CIO immediately offered the AFL 
$500,000to organize the steel industry. When the latter’s Executive Coun¬ 
cil turned it down, Lewis succeeded in inducing the leadership of the vir¬ 
tually dormant Amalgamated Association of Iron, Steel and Tin Workers 
to put itself in a receivership to a newly organized Steel Workers Organiz¬ 
ing Committee headed by Philip Murray, then vice-president of the 
United Mine Workers. 

The AFL viewed these developments with alarm. Its Executive Coun¬ 
cil ordered the CIO to disband. When the latter refused, and Lewis re¬ 
signed as a vice-president of the AFL, the AFL Executive Council sus¬ 
pended the CIO affiliates for “promoting dual unionism.” The haste with 
which the Executive Council acted and the probable lack of constitu¬ 
tionality in its suspension were not seriously challenged by the CIO 
unions, except the Ladies Garment Workers’ Union. 28 The CIO group had 
given up the possibility that mass production industries could be organ¬ 
ized within the framework of the AFL. Hence when the AFL convention 
met in 1936, the CIO unions were not represented and the two-thirds 
majority required for their expulsion by the AFL constitution was easily 
obtained from the delegates present. 

The CIO in Action 
Steel 

The CIO drive in steel was put on with tactics and a flair for show¬ 
manship not heretofore demonstrated in American labor history. The 
companies retaliated to the CIO drive by nation-wide newspaper ads 
condemning unionism and by forming company unions. Both played into 
the hands of the CIO. The newspaper ads gave the new union all the pub¬ 
licity it needed and the language of the ads was so extreme as to alienate 

28 In 1935, the AFL constitution said nothing about Executive Council jurisdiction 
to suspend an affiliate. Unions could be expelled only by a two-thirds convention vote. 
If the CIO unions had been represented at the 1936 convention, no two-thirds vote 
would have been possible. The 1936 convention was reminded by several delegates 
that the Executive Council was “in such a hurry ” to suspend the CIO that the pro¬ 
cedure was questionable. Mr. Matthew Woll, leading exponent of the Executive 
Council viewpoint, later defended the suspension as follows: “The fact is that if the 
Council had not acted there would have been possible disintegration within the 
American Federation of Labor which would have been disastrous. The Council acted 
not so much to punish those who had formed the CIO, but rather to prevent disinte¬ 
gration from within and perhaps a greater danger than confronted it.” The Hat 
Worker (June 15, 1939), p. 11. 
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the public. The passage of the National Labor Relations (Wagner) Act in 
1935, and the reelection in 1936 of the Roosevelt Administration, with 
which the CIO had allied itself, further aided the drive. 

Toward company unions, Philip Murray, leader of the CIO drive, 
adopted a new tactic. Instead of regarding them as archenemies, he saw 
company unions as a training ground. The CIO people attacked them by 
trying to get control and succeeded in a large measure. The United States 
Steel Corporation’s money spent for company union agitation frequently 
served to promote the CIO. By January 1937 it was apparent that the 
new steel union could close down Carnegie-lllinois, U. S. Steel’s biggest 
subsidiary, if it so chose. 

At this point, probably through the friendly offices of President Roose¬ 
velt and Senator Guffey of Pennsylvania, Myron Taylor, chairman of the 
board of U. S. Steel, and John L. Lewis were brought together. The result 
was an agreement recognizing the CIO as bargaining agent for its mem¬ 
bers in all U. S. Steel subsidiaries in the iron and steel industry. The arch 
opponent of unionism thus came to an agreement with a new CIO union, 
a triumph for the latter that insured its existence. 

The CIO drive in steel was temporarily slowed down by the defeat 
of its recognition strikes against the major “Little Steel” companies, 29 
but the union came back in 1941 to win National Labor Relations Board 
elections in these concerns. Today under the name of the United Steel¬ 
workers of America, it has a membership of approximately 900,000 and 
contracts with nearly all the major steel producers, as well as with numer¬ 
ous companies in related metal and other industries. 

Autos , Rubber } and Other Industries 

While the steel drive was getting under way, labor erupted in the 
rubber and automobile industries. These unions were not started from the 
top down as in steel but grew straight from the rank and file. A memorable 
series of sitdown strikes in General Motors and Chrysler resulted in recog¬ 
nition for the United Automobile Workers in 1937. Although Ford struck 
down the United Automobile Workers in that year, he yielded and signed 
a union shop agreement after a vigorous organization campaign and strike 
in 1941. The UAW then expanded into the rest of the industry as well as 
into aircraft and agricultural implements until today it has a member¬ 
ship of approximately 1,000,000. 

CIO unions also succeeded in organizing the basic rubber industry and 
the packing houses and stockyards in the large centers as well as the bulk 
of the electrical appliances. The effect was not only to bring unionism to 
millions of workers but also to galvanize the AFL into action. The old 


29 Bethlehem, Republic, Youngstown, and Inland, all giant-corporations. 
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adage that a little competition is good for everybody is true in the union 
movement as well as in business. Forced to meet an energetic rival for the 
first time since it struck down the Knights of Labor, the AFL and its 
constituent unions put on organizing campaigns of its own which soon 
yielded it a membership in excess of the CIO. Of the 15,000,000 organized 
employees in 1948, the AFL could boast of nearly half, the CIO of approx¬ 
imately 6,000,000, the remainder being in unaffiliated organizations. 

After the CIO had successfully established itself in the mass produc¬ 
tion industries, numerous AFL-CIO discussions occurred, some of which 
were initiated by President Roosevelt or members of his administration 
in an effort to bring about labor unity. They always failed. Year by year 
prospects for success dimmed as each organization developed its vested 
interests and encroached upon the jurisdictional territories of the other. 

In 1938 the CIO set up a permanent organization, the Congress of 
Industrial Organizations. The International Ladies Garment Workers 7 
Union, one of the CIO's founders, however, declined to enter the perma¬ 
nent body and after two years of independence returned to the AFL. 
President Dubinsky of the ILGWU charged (with considerable evidence) 
that the main stumbling blocks to labor unity were John L. Lewis and the 
Communists in the CIO, but certainly other factors, the establishment of 
rival unions by each group, the interest of labor office holders in main¬ 
taining their vested interests and jobs, and the standpatism of old lino 
AFL leaders, were also important. 

The Railway Unions 

During the thirties the railroad unions made considerable gains. The 
1934 amendments to the Railway Labor Act of 1926 converted that law 
into a pro-union act and aided the standard railway labor unions in com¬ 
pletely recouping their losses of the twenties. By 1940 these organizations 
had almost completely organized the railway industry. In addition, they 
secured special social security legislation which is superior in many par¬ 
ticulars to the general law. 


The War Years 

World War II was a period of expanding union membership. Soon after 
our entrance into the war, a National War Labor Board was established 
with official union and management representation, the former divided 
equally between AFL and CIO. Despite the stresses and strains, the 
NWLB maintained a high record for peaceful settlement; and apart from 
numerous “quickie” strikes, labor observed its no-strike pledge. The tight 
labor market and expanding industry aided union membership to grow 
to an all time high. But the large number of small stoppages, combined 
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with the few large ones, particularly the miners’ strikes under John L. 
Lewis, saw labor’s public opinion poll go steadily downward. 

The end of war and the lifting of economic controls resulted in a 
psychological outburst on many fronts. Labor’s response was strikes— 
1946 was the greatest strike year in American history in terms of man- 
days lost. Whosever the responsibility, the public blamed labor; the re¬ 
sult contributed to the Congressional election sweep of the Republicans 
in 1946 and to the passage of a union-control law, the Taft-Hartley Act, 
in the following spring. 

Despite organized labor’s decline in public opinion and Congress, how¬ 
ever, it won great gains in money wages. Each year after the war wages 
rose dramatically—182^-cent-, 15J^-cent-, and 13-cent-per-hour increases 
spread successively through the economy. In spite of wide variations, 
the pattern of increases granted by such industrial giants as United 
States Steel or General Motors to equally large CIO unions was followed 
by hundreds of small concerns and unions in collective bargaining. 
Yet postwar rising prices reduced the wage gains to little or nothing in 
terms of purchasing power. Labor fought postwar inflation by matching 
it with wage gains—which aggravated it. 

Communist Unionism, 1920-1948 

The Russian revolution has had profound effects upon the American 
labor movement, although the effects have undoubtedly been less than 
in other countries. The American Communist party was organized in 1919 
and secured the adherence of William Z. Foster, a brilliant organizer 
who had led the great unsuccessful steel strike in 1919. After a trip to 
Moscow, Foster was thoroughly indoctrinated and has spent the rest of 
his life in the service of the Communist Party, of which he became 
national secretary. 


Communism in the 1920’s 

In 1921, Foster organized the Trade Union Educational League, an 
avowed purpose of which was to bore within and take over existing trade 
unions. Foster and his associates chose as their major attack the needle 
trade unions of New York, a natural selection in view of the large number 
of Slavic and Jewish immigrants in this industry; their bitter remem¬ 
brance of life under the czars; and their naturally friendly sentiment to¬ 
ward a government which proclaimed itself socialist and equalitarian. 

Foster’s success was immediate. One by one the large New York 
locals of the Ladies Garment Workers’ Union fell into his camp, until the 
only major local that stood out against him was the powerful Cutters’ 
Local No. 10, oldest in the ILGWU. This local was led by a brilliant, 
young Polish-bom Jew, David Dubinsky, who was able to convince his 
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fellow unionists that Foster was more interested in promoting the Com¬ 
munist Party than in building up the union. 

Between 1922 and 1928 the ILGWU was nearly wrecked by intra¬ 
union strife, but in 1926 the Communists preferring “ militancy " to “ ar¬ 
bitration” pulled out 35,000 New York workers on strike and led them to 
a crushing defeat at the end of which only the Cutters' Local 10 was sol¬ 
vent. From then on that union has been featured by Dubinsky's rise to 
power and the gradual but total elimination of the Communists. 

In the fur industry, however, the Communists made their only great 
gains in the pre-New Deal period. Under the leadership of Ben Gold, they 
secured the almost complete control of the union, the International Fur 
and Leather Workers (CIO), which they have maintained to this day. 

In 1929 the International Communist Party changed its position from 
boring within to non-cooperation with democratic groups. The American 
party thereupon organized the Trade Union Unity League as a rival or¬ 
ganization of the AFL. Except for the fur workers, it was largely a paper 
organization. It did take over agitation in a number of troubled areas 
during the depression, however, and in the early NRA period, it sent out 
organizers who attempted, mostly unsuccessfully, to establish unions. 

The total bankruptcy of the Moscow policies of fighting democratic 
groups more severely than totalitarianism of the right became strikingly 
clear with the advent of Hitler in Germany. In 1935 the party line was 
changed once more. The result was the “popular front" in Spain and 
France. In America, “ Revolutionary utterances were discarded for a 
verbal wardrobe of conformity and respectability; Mr. Earl Browder, 
head of the party in the United States, uncovered the historical fact that 
the Communists were the real inheritors of American democracy and 
spoke approvingly of Thomas Jefferson and Abraham Lincoln. ‘Fellow 
travellers' were recruited from all who—knowingly or unknowingly - 
chose to travel." 30 


Infiltration into the CIO 

The trade union aspect of this party-line official integration of Com¬ 
munism with democracy marked the first successful entrance of Com¬ 
munists into the American labor movement. From 1935 to 1937, Com¬ 
munist groups concentrated their efforts on AFL unions, but, by the latter 
year, saw in the CIO a more fertile ground and accordingly transferred 
their efforts en masse to that federation. In so doing they received unex¬ 
pected assistance from an old enemy, John L. Lewis. During the twenties 
Lewis had fought as “reds" not only Communists but everybody else 
who opposed him. But now he looked upon them as pawns whom he could 

*° H. A. Millis and R. E. Montgomery, Organized Labor (New York. McGraw-Hill 
Book Company, 1945), p. 240. ' miL 
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use to aid the CIO. The new CIO was greatly in need of organizers and 
the Communists offered to supply them. Against the warning advice of 
David Dubinsky, Lewis accepted their assistance and thousands of CIO 
jobs were filled via the Communist Party. 

That party members made excellent organizers no one can deny; but 
they used their positions to infiltrate in the unions, to take over strategic 
positions, and to secure CIO charters for organizations of their own crea¬ 
tion with few members other than their Communist officers. However 
cleverly disguised, for them the party was always first, the union second. 
An uneasy truce between Communist and non-Communist elements in 
the CIO existed until 1939. Then came the Nazi-Soviet non-aggression 
pact and World War II. 

As suddenly as they had joined democratic elements, the Communists 
throughout the world abandoned them. Roosevelt, whom they had sup¬ 
ported in 1936, was dissected as an imperialist warmonger in 1940. Every¬ 
where the Communists opposed the defense program, and promoted 
strikes, whenever possible, to interfere with it. 

Here again, John L. Lewis proved a useful ally to the party. He was 
a confirmed isolationist with a gradually growing hatred of President 
Roosevelt which began in 1937, when the President declined to support 
the Little Steel strike as strongly as Lewis wished him to. Lewis thus 
opposed Mr. Roosevelt in 1940 for reasons very different from those of 
the Communists, but nonetheless they both arrived at the same spot. 
When Lewis announced that he would support the Republican candidate, 
Wendell Willkie, and would resign from the presidency of the CIO if 
Roosevelt were reelected, his support came mainly from the Communists 
in the CIO. True to his promise Lewis resigned at the CIO convention 
following the 1940 national elections, and Philip Murray succeeded him. 

Until June 1941 Lewis held the balance of power in the CIO. Not only 
was Murray opposed by the vocal left-wingers, but he became ill. The 
CIO was run by former Lewis appointees while Murray convalesced 
through 1941. Then came the invasion of Russia by Germany and the 
sudden change (in the minds of Communists) from an “imperialistic war” 
to that of a “proletarian war against Fascist aggression.” 

More Party-line Shifts 

Mr. Roosevelt, who on June 21 was a “Wall Street imperialist and 
warmonger” in the Communist Daily Worker became “our beloved com¬ 
mander in chief behind whom all must unite,” three days later. Com¬ 
munist support of John L. Lewis, who maintained his isolationist position, 
disappeared as if by magic. Philip Murray, who in his own words, “was 
in the estimation of some people in 1940 down in the bottomless pits of 
hell” because he had supported the defense program, suddenly found that 
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“ there came a day, the 23rd of June, and I was still supporting my 
country. I was dragged by these same citizens from the bottomless pits 
of hell and lifted to a veritable sainthood.’' 81 

Henceforth, Murray effectively assumed the helm of the CIO, and 
remained also president of its strongest affiliate, the Steelworkers. Lewis 
gradually dropped into the background of CIO affairs, and then in 1943, 
took the United Mine Workers out of the organization which it had done 
so much to create. With Lewis went “ District 50," a nation-wide branch 
of the Mine Workers which was set up originally for coke and coal by¬ 
product workers but was later expanded to take in any industrial group 
which it could organize. District 50 had thus become a sort of minor labor 
movement appendage of the United Mine Workers. 

Reasonable cooperation between the AFL and the CIO in an all-out 
war effort featured the war years 1942 to 1946, with the Communists 
preaching full cooperation with industry and government. Then the party 
line changed. Earl Browder, the protagonist of capitalistic cooperation, 
was ousted, and William Z. Foster, orthodox exponent of the class strug¬ 
gle, was named national secretary. Relations between the left and the 
right in the CIO grew steadily worse as the right wing backed the 
Marshall plan for European reconstruction and opposed the third, 
u Progressive," party of Henry Wallace, while the left opposed the former 
and promoted the latter. Aided no little by the anti-Communist require¬ 
ments of the Taft-Hartley Act and the dynamic leadership of youthful 
Walter Reuther of the United Automobile Workers, the right wing of the 
CIO administered a series of drubbings to the Communists. 

Reuther completely ousted the Communists from the auto union, and 
then opened his union’s doors to many locals seceding from the Commu¬ 
nist-dominated Mine, Mill and Smelter Workers’, Electrical Workers’, and 
Farm Equipment Workers’ unions. Joseph Curran, president of the Na¬ 
tional Maritime Union (CIO), and Michael Quill, president of the Trans¬ 
port Workers Union (CIO), both at one time fellow travelers of the Com¬ 
munists, broke with the party and wrested control of their unions from 
it. 

For a time, the Communist-dominated unions threatened to leave 
the CIO. 82 Philip Murray was bitterly criticized in the Daily Worker 38 


81 Steel Labor (March 1948). 

88 In a confidential, unpublished memorandum to shop stewards in March, 1948, 
the chiefs of Local 19, United Office and Professional Workers (CIO), a staunchly 
Communist-dominated group stated: “We desire no split and reject ideas of leaving 
CIO, but also realize that real unity is based on agreement of fundamental program. 
Must point out CIO also born as the result of a “split” AFL. This split advanced the 
interests of the unorganized workers by bringing them into the labor movement.’ 1 

88 Said Murray, referring to his opposition by the left-wingers over the third 
party and the Marshall Plan: “I am evidently destined to be one of the damned.” 
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and mention of CIO was dropped from party-line union literature. 34 By 
mid-1948, however, these unions had apparently decided to remain within 
the CIO, perhaps because they feared they would lose further member¬ 
ship as a separate organization. Early in 1949, however, the CIO leadership 
was threatening to expel Communist-led unions, and a split in the CIO 
appeared imminent. The tortuous course of the party line apparently 
was leading back to dual unionism. 

The Importance of Communism 

Why should Communist control of unions be of importance? The 
answer is apparent in history. It stems from a two-pronged source. First, 
the Communist Party exercises a discipline over its members equaled 
only by other totalitarian forms (Fascism, Nazism). A Communist can¬ 
not remain such and act as an individual. He cannot be a union member 
first, and a Communist second. Therefore, whenever union interests and 
Communist interests are diverse—as they often are—the union is sacri¬ 
ficed on the altar of Communism. The record is replete with instances in 
which the economic interests of union members have been disregarded 
for the political interests of the party: opposition to pro-labor, but anti- 
Communist candidates for office (former Senator Robert M. LaFollette, 
Jr., of Wisconsin, is a striking example); political strikes; financial sup¬ 
port for party “fronts,” etc. 

The other reason for concern about Communists in the labor move¬ 
ment is that 11 it can be demonstrated to any reasonable man that the 
only determinant of Communist policy is Russia's interests. No example 
exists of American Communist policy or activity which upon full analysis, 
is not revealed as being designed to help the Stalin regime. This ranges 
from the Communist party's position on what to do about the atom bomb, 
to ruthless suppression of strikes during the period when American indus¬ 
try was producing arms for the Red Army." 35 

Finally, it should be noted that Communists have never had a mass 
following in the American labor movement. Their strength is concentrated 
in approximately twelve unions, but their control even there is based on 
minority manipulation, and today they are more than ever on the defen¬ 
sive. Until recently their exposure has been hindered as much by indis¬ 
criminate “red-baiting" of anything or anyone radical or liberal as by 
miscomprehension of the anti-democratic character of Communism. 
Labor leaders were among the first to recognize their lack of identity 


14 E.g., the United Electrical, Radio and Machine Workers no longer printed CIO 
on dues buttons. 

14 M. 8. Pitzcle, “Can American Labor Defeat the Communists?” Atlantic 
Monthly (March 1947), p. 30. 
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of interest with Communism. By and large, they can be depended upon 
to deal with this problem. 


Labor Disunity 

Prior to November 1948, the American labor movement presented a 
curious paradox. Despite an all time high membership of 15,000,000, 
union leaders appeared defensive and wary of the future. The strikes of 
1946 had left many financially weak and uncertain that their members 
would respond effectively if future strikes were called. The enormous 
wage gains achieved after World War II were largely offset by an infla¬ 
tion which, in turn, was aggravated by the wage increases themselves. 
Obviously, future wage increases would have similar aggravating effects, 
so long as inflationary trends were current. Despite the fact that the eco¬ 
nomics of inflation were clear to most labor officials, they continued to 
press for higher wages. For if labor leaders declined to press for wage 
increases, then impatient members might replace them with ever-present 
rivals anxious to transfer from the shop to union office. Or, what was 
feared most, the rank and file might transfer its allegiance to a rival union. 

Rival Unionism 

In a very real sense, there is not one American labor movement, but 
several. The split between the AFL and the CIO has developed two 
mighty, evenly matched labor federations, which often pursue diverse 
policies, if not objectives. Cooperation between AFL and CTO is rarer 
than conflict. Labor's “divided house” shows no signs of uniting, despite 
some effective political cooperation in the 1948 elections. 

In addition to the basic AFL-CIO conflict, however, American labor 
unions are further split. Neither the CIO nor the AFL have been closely 
knit entities. The split in the former between Communists and non- 
Communists has been even greater than that between the CIO and the 
AFL. The Communists have been virtually an independent labor move¬ 
ment within the CIO, acting distinct from, and often in defiance of, CIO 
policy. 

The AFL splits are not so sharp, but they exist. Between the con¬ 
servative building trades unions and the broad socialist-minded garment 
unions, the AFL contains organizations whose policies and programs differ 
widely. 

Then, too, a substantial segment of organized labor is outside the AFL 
and the CIO. Foremost among these are the Big Four railroad brother¬ 
hoods, which have operated independently since their existence. The Big 
Four and the majority of the other railroad unions are members of the 
Railway Labor Executives Association, which coordinates railway union 
policies. Although most railway unions, except for the Big Four, are AFL 
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affiliates, they follow railway, not AFL, policy in case of conflict between 
the two. Railway unions, independent or affiliated, are a separate labor 
movement unto themselves. 

John L. Lewis remains a great force outside either the AFL or the 
CIO. Since leaving the CIO in 1943, his United Mine Workers has re¬ 
mained independent, except for a short reaffiliation with the AFL in 
1946-1947, which ended when Lewis failed to win AFL leaders to his 
political program. With District 50 of the United Mine Workers organ¬ 
izing workers in any industry, Lewis adds up to still another labor 
movement. 

Finally, there are numerous independent unions. They vary from the 
International Association of Machinists, which claims 700,000 members 
in numerous industries, and which left the AFL after a jurisdictional dis¬ 
pute in 1944, to much smaller organizations which were once company 
unions. Each is different; each has its own policies. 

Effects of Rival Unionism 

One effect of rival unionism has already been noted. Contests for the 
right to represent workers are keen. As a result many minor decisions are 
made in which fear of the rival union is decisive. For example, in 1948 
the AFL meat packing union and the major meat packers agreed to a 
93^-cent-per-hour wage increase. The rival CIO union held out for more, 
struck to secure it, and was forced to come back to work on company 
terms eight weeks later. Rival unionism can thus cause strife and unneces¬ 
sary loss. 

On the other hand, rival unionism acts as a spur to union leadership. 
The old adage that competition is good for everybody is not without truth 
in labor matters. The competition of the CIO brought the AFL out of the 
doldrums, and each continues to press the other to do a better job for 
its members. 

Finally, the labor scene in America reflects the lack of class conscious¬ 
ness on the part of union workers. Only in a country where the labor 
movement remains primarily economic could it be so strong and yet so 
divided. Should American labor be welded together as a unified mass, it 
may well mean that the American people who are union members want 
to change some characteristics of both their unions and their environ¬ 
ment; otherwise, the most in “ labor unity ” which can be expected is a 
loose federation of all groups along the lines of the AFL or the CIO. 

Political Disunity 

The disunity of American unions extends into the political field, but 
here it is not so great. Except for the Communists the basic labor political 
policies of 1948 did not differ materially from those of Samuel Gompers. 



54 


LABOR HISTORY AND LABOR STATISTICS 


Gompers’ “voluntaristic” philosophy advocated separation of unions 
and political parties—but not union aloofness from politics. Thus, under 
Gompers > leadership the AFL avoided involvement with any political 
party, but attempted to throw its weight to any candidate with a pro¬ 
labor record or platform, and against those considered anti-labor regard¬ 
less pf the party to which the candidate belonged. 

The political program of most American unions has not varied sig¬ 
nificantly from the Gompers’ tradition. True, the CIO has always been 
more active in support of political candidates and policies than the AFL, 
but the difference is one of degree rather than of kind. In 1943, the CIO 
organized a Political Action Committee, which played an important role 
in reelecting Mr. Roosevelt for a fourth term. Although the PAC did 
almost become an appendage of the Democratic Party, it did support 
some Republicans. In essence, its methods amounted merely to a stream¬ 
lining of the Gompers “reward your friends and punish your enemies” 
doctrine. For the PAC concentrated on electing candidates who had pro¬ 
labor records, and avoided any attempts to found a labor party. Even in 
New York State where the American Labor Party has existed since 1935, 
the ALP served, until its capture by the Communists in 1944, primarily 
as an endorser of candidates from the other parties. The Liberal Party, 
organized by non-Communists who left the American Labor Party in 
1944, served the same purpose. 

Following the passage of the Taft-Hartley Act in 1947, much talk of 
a new labor party commenced in union circles. The AFL established a 
Political Education League, which served to aid AFL members to deter¬ 
mine which candidate of the two major parties was entitled to AFL support 
and which helped get out the vote in 1948. It therefore resulted in no 
basic change in the traditional AFL policy. And the CIO's PAC opposed 
the formation of a new party as ardently in 1948 as it did in 1944. 

The most successful exponents of the Gompers “reward your friends 
and punish your enemies” position have been the railroad unions, which 
have built the most effective political lobby of organized labor in Amer¬ 
ica. Operating through a coordinating body, the Railway Labor Execu¬ 
tives Association, to which most railway unions belong, railway labor has 
pursued an adroit policy which permits the support of any legislator, no 
matter what party and no matter how the legislator votes on general 
issues, so long as he votes “right ” on railway labor issues. With a member¬ 
ship of one million, which is strategically located in almost every Con¬ 
gressional District, and which usually votes in a body in the primaries 
where small numbers count most effectively, railway labor has justly 
earned the reputation of delivering the votes. This fact, plus the impor¬ 
tance of railway labor in many rural areas, which are traditionally “anti- 
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railroad,” has won railway unions the support of legislators whose general 
record is conservative and anti-labor. 

In turn, by supporting pro-railway labor legislation, conservative leg¬ 
islators are assured of vital labor support without alienating a sizable 
part of their conservative constituents who are not adversely affected by 
such legislation, as they would be by pro-general labor legislation. As a 
result of this policy, railway labor has achieved a favored status in social 
security, in collective bargaining legislation, as well as a position which is 
not likely to worsen no matter which of the major political parties is in 
power. 

The main criticism of the traditional Gompers policy is that it per¬ 
mitted a wide latitude of thinking as to what was a “pro-labor” record. 
In many campaigns labor leaders have taken opposing sides. Even under 
the New Deal, such labor chiefs as John L. Lewis, president of the United 
Mine Workers, and William Hutcheson, president of the Carpenters, 
supported Republican candidates. Unified labor support of one party 
cannot be secured when neither of the two great political parties contains 
all liberals or all reactionaries; nor when organized labor itself is split 
into so many camps. 

The only labor group to support a challenge to the Gompers position 
in 1948 was the Communists. According to President Philip Murray of 
the CIO, they were responsible for forming the new Progressive Party, 
which sponsored the presidential candidacy of Henry Wallace. Among 
organized labor only the Communist-controlled unions supported that 
party. Of special significance was the fact that the Progressive Party 
until the very last appeared to be concentrating its candidates for the 
United States Senate and the House of Representatives in those areas 
where candidates with pro-labor, but, to the Communists, anti-Russian, 
records were running. The Progressive Party, while declaring itself labor’s 
friend, worked hardest at first to defeat those legislators who have proved 
themselves pro-labor. 36 

Prior to the 1948 elections, a number of leading non-Communist lib¬ 
erals in the labor movement, and especially Walter Reuther, president of 
the United Automobile Workers (CIO) were planning the formation of a 
new liberal party which would exclude Communists. The surprising vic¬ 
tory of President Truman and numerous labor-backed candidates in that 
election caused these plans to be shelved, at least temporarily. Labor ap- 


88 Specific examples were Progressive opposition to Democratic Senatorial candi¬ 
dates in Minnesota and Illinois, which at one time seemed to assure reelection of 
Republicans Ball and Brooks, whose records included votes nearly always contrary 
to the labor position. Numerous other examples could be cited. Later, when their 
cause seemed lost, the Progressives abandoned this policy. 
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peared content to follow Sam Gompers’ maxim of working with its friends 
in existing parties for some time to come. 

The 1948 elections found labor united politically to a surprising de¬ 
gree. Despite Communist union support of the Progressive Party and 
some leadership support for Republican Dewey from leaders of the Car¬ 
penters’, Miners’, Teamsters’, Building Service, and Locomotive Engi¬ 
neers’ unions, the great bulk of labor lined up behind President Truman. 
Moreover, political cooperation among AFL, CIO, railway, and independ¬ 
ent unions at the grass roots level was frequent. Apparently, structural 
disunity does not necessitate political disunity. 



Basic Labor Statistics 


We interrupt our discussion of the nature of labor unions and collec¬ 
tive bargaining at this point to set forth the basic data with which the 
student of labor economics must be familiar in order to consider questions 
in their proper perspective. In this chapter, the statistics are given for 
size and composition of the labor force, national income, productivity, 
percentage of labor unionized, etc. Such knowledge is essential for proper 
understanding and correct analysis. 

The Labor Force 

The labor force may be defined as including all persons who have 
reached a given age and who, in a given week in which the labor force is 
measured, are either employed or actively seeking work. Employed per¬ 
sons are defined as those at work on a government or private job, includ¬ 
ing the armed forces, self-employed, and unpaid family workers; or those 
who have a job but are not at the moment working because of vacation, 
illness, labor disputes, bad weather, or temporary layoffs with definite 
instructions to return within 30 days. Unemployed persons are those not 
at work, but actively seeking work; or those out of work and not actively 
seeking work because of indefinite layoff or one lasting more than 30 days, 
or because of temporary illness or the belief that no work is available in 
the community. 1 

The labor force is therefore only one segment of the population. The 
other population segments are the homemakers (housewives), the stu¬ 
dents, and a final miscellaneous category which includes those too young 
or too old to work, the indigent, incapacitated, and any others who for 
one reason or another find it impossible to seek or to secure work. 2 

The labor force is not a fixed group. In July there are usually three 
or four million more job seekers than in January, as students seek jobs 
during summer vacation and housewives leave home in order to earn 
extra income in seasonal farm industries. December is another peak pe¬ 
riod, for it is the time when persons take part-time jobs in department 


1 L. J. Ducoff and M. J. Hapgood, Labor Force Definition and Measurement (New 
York, Social Science Research Council, 1947), pp. 9-10. 

* J. D. Durand, The Labor Force in the United States, 1890-1960 (New York, Social 
Science Research Council, 1948), p. 1. 
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stores and other businesses experiencing Christmas demand. Professor 
Slichter estimates that in one year “ there are usually about ten million 
persons who have been in the work [i.e., labor] force only part of the year. 
Thus, if the work force averages 55 million persons, it will have had dur¬ 
ing the course of a year G5 million or more different persons in it.” 3 

The labor force is also affected by cyclical fluctuations. If the chief 
breadwinner becomes unemployed during a depression, other members of 
the family may seek jobs. They may remain in the labor force at least as 
long as the head of the family is unemployed, or employed at an income 
below the previous family standard. Hence, when as in 1933, an estimated 
15 million persons were unemployed, an inflation in the labor force of 
from one to three million may have been involved. 4 

This traditional view of the inverse reaction of the supply of labor to 
demand may, however, be incorrect. One recent careful investigator has 
come to the tentative conclusion that any influx in depressed times is 
offset by those who “ withdraw after becoming discouraged by the severe 
competition for jobs and by the low pay and harsh discipline that prevail 
in work that is available.” 5 The decennial census of 1930 (see Table 1) 
does not confirm either theory, since it was taken when the depression 
was still quite young. It does, however, show a slight drop in the labor 
force, but not one of any significance. 

An unusually heavy demand for labor may also affect the size of 
the labor force. Thus our civilian labor force at the peak of the [second 
World] war effort included persons who had retired because of old age 
or physical handicaps, married women normally in housework, boys and 
girls not yet graduated from school—altogether several million who 
under normal peacetime conditions would not have been members of 
the labor force . 6 

Despite these seasonal and cyclical variations, the fact remains that 
“the outstanding characteristic of the labor force is its stability of size 
relative to the population.” Indeed, 

the propensity to be “in the labor force” seems to be one of the most 
stable elements in the labor market, varying hardly at all except in the 
long, slow trends, requiring years to consummate. It may be that the 
peacetime propensity is based not upon impulse, but upon deeply rooted 
habits, on the size and composition of families, on institutions of child 
care, education, and old age dependency, on the concentration of popu- 

*S. H. Slichter, “More Job Givers Wanted,” Fortune (October 1945). 

4 J. F. Dewhurst and associates, America's Needs and Resources (New York, The 
Twentieth Century Fund, 1947), p. 540. 

• Clarence Long, “The Labor Force and Economic Change/’ in R. A. Lester and 
J. Shister (eds.), insights into Labor Issues (New York, The Macmillan Company 
1948), p. 349. 

6 J. F. Dewhurst and associates, America's Needs and Resources (New York, The 
Twentieth Century Fund, 1947), pp. 540-541. 
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lation, and on the structure and geography of industry. The labor force 
evidently does not expand or shrink under ordinary economic pressures. 7 

Even when the economic pressures are severe, such as during the depres¬ 
sion of the 1930’s or during World War II, the end of the period of strain 
appears to be followed by a return to labor market normalcy. Thus “the 
decline in the labor force in the months following VJ Day was nothing 
short of remarkable. No less than 5)^ million persons had departed by 
April 194G.” 8 

Growth and Composition 

The growth of the labor force and some of its long term trends are 
shown in Table 1. What especially stands out is the sharp rise in the 
labor force under the pressures of World War II, and the equally sharp 
recession to normalcy once these pressures had subsided. Except for this, 
the data confirm that the outstanding characteristic of the labor force is 
its stability in relation to the population. 

Table 1 

Population and Labor Force by Sex—United States, 

Selected Years 1890-1946* 


' 

Year 

Population 
(M ill ions) 

Labor Force a 
(Millions) 

Labor Force 
as Per Cent 
of Pop ulalion 

Per Cent of 
Labor Force 
M ale 

Per Cent of 
Labor Force 
Female 

1890 . 

62.6 

23.3 

37.2 

82.8 

17.2 

1900 . 

76 0 

29.1 

38.3 

81.7 

18.3 

1910. 

92.0 

37.4 

40.6 

80.1 

19.9 

1920. 

105.7 

42.4 

40.1 

79.6 

20.4 

1930. 

122.8 

48.8 

39.8 

?8.0 

22.0 

1940. 

131.7 

53.3 

40.5 

75.6 

24.4 

1942. 

134.8 

60.2 

44.8 

76.4 

23.6 

1945. 

139.2 

65.1 

46.8 

71.3 

28.7 

1946. 

141.2 

60.8 

43.0 

73.7 

26.3 


♦Sources: Population —1890-1940, decennial census of the U. S.; 1942-1946, estimates of U. S. 
Bureau of Census. Labor Force —Census data adapted by J. P. Dewhurst and associates, America’s 
Needs and Resources (New York, The Twentieth Century Fund, 1947), pp. 542 ff.; and J. D. Durand, 
The Labor Force in the United States , 1890-1960 (New York, Social Science Research Council, 1948), 
passim; also U. S. Bureau of Census, Current Population Reports. 

• Data prior to 1940 includes "gainfully occupied,” a somewhat, but not significantly, wider term 
than "labor force”; also data prior to 1940 includes children 10-14 who are not included thereafter, 
but very few such children were found in labor forces by 1940. 

Another factor which stands out in the data in Table 1 is the gradual 
but steady increase in the number of women in the labor force. 

7 Clarence Long, The Labor Force in Wartime America (New York, National Bureau 
of Economic Research, 1944), pp. 23, 47. 

8 Clarence Long, “The Labor Force and Economic Change,” in R. A. Lester and 
J. Shister (eds.), Insights into Labor Issues (New York, The Macmillan Company, 
1948), p. 330. 
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This trend of women into gainful occupations outside the home doubtless 
is closely associated with a number of other changes, such as smaller 
families, the transfer to the factory of much productive work formerly 
done in the home, the increase in labor saving equipment and con¬ 
veniences in the home, and the increasing desire of women for economic 
independence. Increased opportunity for women to secure work outside 
the home came with the increased openings for women in the professions 
and in clerical, sales, and kindred pursuits. 9 

Two other significant labor force trends are not shown in Table 1. 
They relate to the age and racial composition of the labor force. The labor 
force has become older since 1900, partially because of a decline in child 
labor, resulting from changing industrial mores and child labor legisla¬ 
tion, and from the fact that the rate of population increase has been 
decreasing because of a decline in birth rates. At the same time, the 
proportion of persons over 65 who are in the labor force has declined 
with the rise of social security and retirement plans. Thus in 1940, gainful 
employment of children under fourteen had almost ceased, and less than 
half of the men over 65 were employed. In contrast, in 1900, 26 per cent 
of all boys 10-15 years old were employed and more than three-fourths 
of all men over 65 years of age were still working. 

An analysis of the racial composition of the labor force also yields 
significant results. In 1940, 5,626,000 or approximately 10 per cent of the 
labor force were classified as “non-white,” i.e., Negro, Oriental, or Amer¬ 
ican Indian, the great bulk being Negro. Although the gap between the 
characteristics of the non-white and white members of the labor force has 
been considerably narrowed since 1890, it remains significant. Thus, non¬ 
white persons go to work at an earlier age and remain in the labor force 
to a greater extent after 65 years of age; non-white women have a greater 
tendency to remain in the labor force after marriage; because of high mor¬ 
tality and heavy toll of disability on the job, non-white workers have a 
considerably shorter average working life. In 1940, “a non-white man at 
the age of 25 could expect to live about 36 years more and to spend about 
30 years in the labor force. For a 25-year-old white man the expectancies 
were 43 years of life and 36 years in the labor force.” 10 All these factors 
indicate the greater poverty among the non-white group. Similar disad¬ 
vantages will be found for non-whites in industrial and educational 
statistics. 

Occupational and Social-Economic Status 

Table 2 shows the distribution of gainful workers by occupational di¬ 
visions, 1870 and 1930. The sharp decline in the percentage of the labor 

9 U. S. Bureau of Census, Comparative Occupation Statistics for the United States , 
1870-1940 (Washington, 1940), p. 90. 

10 J. D. Durand, The Labor Force in the United States , 1890-1960 (New York, Social 
Science Research Council, 1948), pp. 47-55. 



BASIC LABOR STATISTICS 


61 


force engaged in agriculture and the increases in manufacturing, clerical, 
and trade occupations are indications of the changing character of our 
economy. Although comparable data are not available for the years since 
1930, there is no reason to believe that these occupational trends have 
not continued. One of their results has been the urbanization of the coun¬ 
try, i.e., a sizable increase in the percentage of persons who live in cities 
as against those who dwell in rural areas. This in turn has created a greater 
number of persons who are potential union members. 


Table 2 

Distribution of Gainful Workers by Occupational Divisions, 

1870 and 1930* 


Occupational Division 

Percentage Distribution 

1870 

1930 

Total. 

100 

100* 

Agriculture. 

53.0 

21.4 

Forestry and fishing. 

0.5 

0.5 

Extraction of minerals. 

1.4 

2.0 

Manufacturing and mechanical industries. 

20.5 

28.9 

Transportation and communication. 

4.2 

7.9 

Trade. 

6.8 

12.5 

Public serving (not included elsewhere). 

0.7 

1.2 

Professional service. 

2.6 

6.7 

Domestic and personal service. 

9.7 

10.1 

Clinical occupations. 

0.6 

8.2 


♦ Source: Census data adapted by J. F. Dewhuret and associates, America's Needs 
and Resources (New York, The Twentieth Century Fund, 1947), p. 546. 
a Discrepancies in sum due to rounding. 


Table 3, showing the social-economic status of gainful workers and 
persons in the labor force, 1910 and 1940, emphasizes the findings of Table 
2, particularly in showing the increased importance of the professional 
and clerical groups and the decreased importance of farm workers and 
farm managers and owners. 

Breaking down the data in Table 3 by race, and adding thereto esti¬ 
mates of the racial-occupational grouping of the labor force, provides con¬ 
clusive evidence of the disadvantageous status of the Negro and other 
non-white in the labor force. For example, more than 95 per cent of the 
professional and proprietary groups are white, and remained so even at 
the height of the war boom when Negroes received their greatest oppor¬ 
tunities for employment. Likewise, over 98 per cent of the clerical and 
sales force in the country is white. Although Negroes comprise only ap- 
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proximately 10 per cent of the total labor force, more than 50 per cent 
of the country's domestic service workers and more than 25 per cent of 
the non-farm, unskilled laborers are Negroes. 11 

Table S 


Social-Economic Status of Gainful Workers and Persons in the Labor Force, 

1910 and 1940* 


Group 

Percentage of Total 
Gainf ul Workers 

No. in Labor 
Force 0, ( Millions) 

1010 

1940 

1940 

Total*. 

100 

100 

52.0 

Professional persons. 

4.4 

6.5 

3.4 

Proprietors, managers, and officials.... 

23.0 

17.8 

9.2 

Farmers and farm managers. 

10.5 

10.1 

5.3 

Others. 

6.5 

7.6 

3.9 

Clerks and kindred workers. 

10.2 

17.2 

8.9 

Skilled workers and foremen. 

11.7 

11.7 

6.1 

Semiskilled workers. 

14.7 

21.0 

10.9 

Unskilled workers. 

36.0 

25.9 

13.5 

Farm laborers. 

14.5 

7.1 

3.7 

Other laborers. 

14.7 

10.7 

5.6 

Servants. 

0.8 

8.0 

4.2 


* Source: Census data adapted by J. F. Dewhurst and associates, America’s Needs and Resources 
(New York, The Twentieth Century Fund, 1947), p. 549. 
a Excluding new workers. 
b Discrepancies in addition due to rounding. 

Union Membership and the Labor Force 

Table 4 shows union membership as a percentage of the labor force. 
In less than fifteen years since 1935, the percentage of the labor force 
which is unionized has more than tripled. Moreover, since the data for 
labor force includes the self-employed and those employed by their fam¬ 
ilies, the unionized group is actually a much higher percentage of the 
potential unionized. It is likely that organized labor in America today 
includes approximately 33 per cent of those potentially organizable, and 
approximately 40 per cent of the non-farm labor force which is not self- 
employed are union members. 

Unemployment 

Data for the number of persons unemployed are sparse for the years 
prior to the great depression. The best available estimates together with 

11 “ War and Post-War Trends in the Employment of Negroes,” Monthly Labor 
Review, 60:1-5 (1945). 
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Table 4 


Labor Force and Union Membership, Selected Years 1880-1946* 


Year 

Labor Force ° 
{Millions) 

Union Membership 
{Millions) 

Per Cent Labor 
Force Unionized 

1890.. . . . 

23.3 

0.37 

1.6 

1900. 

29.1 

0.87 

3.0 

1910. 

37.4 

2.1 

5.6 

1920. 

42.4 

! 5.1 

12.0 

1930. 

48.8 

3.4 

7.0 

1935.. 

50. b h 

3.9 

7.7 

1940. 

53.3 

8.5 

15.9 

1946. 

60.8 

15.0 6 

24.7 


* Sources: Labor Force —Table 1. Union Membership —Leo Wolman, Ebb and Flow 
in Trade Unionism (New York, National Bureau of Economic Research, 1936), pp. 
229 ff.; and Florence Peterson, American Labor Unions (New York, Harper and 
Brothers, 1945), p. 56. 

° Data prior to 1940 includes “gainfully occupied,” a somewhat, but not signifi¬ 
cantly, wider term than “labor force”; also data prior to 1940 includes children 10-14 
who are not included thereafter, but very few such children were found in labor forces 
by 1940. 

6 Estimated. 


more reliable data for the pre-depression years are presented in Table 5. 
The estimate of nearly thirteen million unemployed for 1932 is conserva¬ 
tive. Other estimates range as high as eighteen million. In any case, an 
economy which permits such a large proportion of its human resources 
to be without work is clearly endangering its very foundations. 

Table 5 

Unemployment and the Labor Force, Selected Years 1920-1946* 


Year 

Estimated Unemployment 
{Millions) 

Unemployment as Per 
Cent of Labor Force a 

1920. 

1.0 

2.1 

1921. 

4.8 

11.2 

1927.... 

1.6 

3.5 

1932. 

12.8 

24.9 

1935. 

9.5 

18.4 

1937. 

6.4 

12.0 

1939. 

9.4 

17.2 

1942. 

2.7 

4.3 

1944. 

0.7 

1.0 

1946. 

2.3 

3.7 



* Sources: 1990-1939 — Studies in Enterprise and Social Progress (New York, 
National Industrial Conference Board, 1939), Pt. II, B, Table I, p. 36. (Data for 1920 
corrected by authors because of indicated downward bias.) 1942-1946 — Midyear 
Economic Report of the President (July 21, 1947), p. 67. 

• Prior to 1940, percentage is of "gainfully employed,'* a slightly different concept 
from "labor force,** 
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Another significant revelation of the data in Table 5 is the average 
unemployment of more than two million in times of prosperity. Only at 
the peak of war production in 1944 did unemployment fall below one 
million. Generally speaking, economists consider the American economy 
to be in a “full employment” phase when unemployment of two or three 
million exists. Such unemployment will always be with us as a result of 
persons changing jobs, being seasonally or otherwise temporarily unem¬ 
ployed or out of work for various reasons at the time at which the unem¬ 
ployment census is taken. 

The estimated unemployment for a particular period will of course 
depend on the definition of that term. As we shall see in Chapter 14 defin¬ 
ing unemployment is not an easy task. For statistical purposes however 
we may state that persons who are temporarily out of jobs and actively 
seeking work are those unemployed. The numerous refinements of this 
definition which are necessary for exact analysis and policy will be left to 
Chapter 14, when we consider some of the theoretical problems related to 
unemployment. 


National Income and Labor’s Share 

Table 6 shows the relation of national production, national income, 
and personal income for selected years, 1929-1946. 

Gross national product or expenditure is the market value of the output 
of goods and services produced by the Nation’s economy before deduction 
of depreciation charges and other allowances for business and institu¬ 
tional consumption of durable capital goods . . . The Nation’s economy 
. . . refers to the labor and property supplied by residents of the nation. 
Gross national product comprises the purchases of goods and services by 
consumers and government, gross private domestic investment and net 
foreign investment . . . 

National income is the aggregate earnings of labor and property 
which arise from the current production of goods and services by the 
Nation’s economy. Thus, it measures the total factor costs of the goods 
and services produced by the economy . . . 

Personal income is the current income received by persons from 
sources, inclusive of transfers from government and business, but exclu- 
sive of transfers among persons. Not only individuals . . . but nonprofit 
institutions, private trust funds, and private pension and welfare funds 
are classified as “persons” ... 12 

Besides showing the relationship of these concepts of national expendi¬ 
tures and income, Table 6 demonstrates the tremendous cyclical fluctua¬ 
tions in national product, national income, and personal income. Thus 
between 1929 and 1933, all three were almost halved, and it was not until 


11 U. S. Department of Commerce, Bureau of Foreign and Domestic Commerce, 
Survey of Current Business (July 1947, supplement), p. 8. - 
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Table 6 

Relation of Gross National Product, National Income, 
and Personal Income, 1929-1946* 

(Millions of Dollars) 



1929 

1933 

1937 

1941 

1946 

Gross National product (or expenditure).. 

103,828 

55,760 

90,213 

125,294 

203,679 

Less: Capital consumption allowances.. 

8,816 

7,245 

7,972 

9,294 

11,040 

Depreciation charges. 

7,553 

6,608 

6,838 

7,878 

8,875 

Accidental damage to fixed capital 
Capital outlays charged to current 

413 

275 

304 

273 

404 

expense. 

850 

362 

830 

1,143 

1,761 

Equals: Net national product... 

Plus: Subsidies minus current surplus of 

95,012 

48,515 

82,241 

116,000 

192,639 

government enterprise. 

Less: Indirect business tax on non-tax 

— 147 

18 

60 

102 

843 

liability. 

7,003 

7,005 

659 

9,157 

11,296 

16,851 

Business transfer payments. 

587 

567 

502 

528 

Statistical discrepancy. 

-80 

1,235 

-1,050 

470 

-2,101 

Equals: National income. 

87,355 

39,584 

73,627 

103,834 

178,204 

Less: Undistributed corporate profits... 

2,597 

-2,428 

-8 

4,921 

6,925 

Corporate profits tax liability.... 
Corporate inventory valuation ad¬ 

1,398 

524 

1,512 

7,846 

8,601 

justment. 

472 

-2,143 

-31 

-2,617 

-4,689 

5,990 

Contributions for social insurance. 
Excess of wage accruals over dis¬ 

243 

285 

, 

1,800 

2,784 

bursements. 

0 

0 

0 

0 

0 

Plus: Net interest paid by government. 

983 

1,170 

1,204 

1,289 

4,491 

Government transfer payments... 

912 

1,454 

1,851 

2,617 

10,791 

Business transfer payments. 

587 

659 

567 

502 

528 

Equals: Personal income. 

85,127 

46,629 

73,976 

95,308 

177,217 


* Source: U. S. Department of Commerce, Bureau of Foreign and Domestic Commerce, Survey of 
Current Business (July 1947, supplement), p. 20. 


1941 that the 1929 level was surpassed. Since 1941, war-created prosper¬ 
ity pushed product and incomes to double the 1929 figure. 

Table 7 shows the national income by distributive shares. “Compen¬ 
sation to employees is the income accruing to persons in an employee 
status as remuneration for their work. From the employers’ standpoint, 
it is the direct cost of employing labor.” 13 It includes not only wages and 
salaries, but such supplementary employee compensation as employer 
contributions for social insurance, for private pension and welfare pro¬ 
grams, for injuries (workmen’s compensation), as well as commissions, 
tips, bonuses, and payments in kind (e.g., lodging) which represent in¬ 
come to the recipients. The general meaning of the other distributive 


11 U. S. Department of Commerce, Bureau of Foreign and Domestic Commerce, 
Survey of Current Business (July 1947, supplement), p. 8. 
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shares is reasonably obvious, and the detailed technical definitions easily 
available. 14 

Among the significant revelations of the data in Table 7 are first the 
relative stability of the percentage of national income going to employees 
except that in times of depression employees’ share increases substan¬ 
tially. Of course, this does not mean that workers are better off in depres¬ 
sion than in prosperity, but merely that their share of the depressed na¬ 
tional income is proportionally greater than their share of the national 
income in prosperity. The second significant revelation is the variation in 


Table 7 

National Income by Distributive Shares, 1929-1946* 



19'20 

loss 

| 1037 

1041 

104S 

National Income (in billions). 

87.4 

39.6 

73.6 

103.8 

178.2 

Percentage Shares to: 

1. Compensation of employees 

General". 

58.1 

74 1 

64.8 

61.9 

! 

65.5 

Private 6 . 

51.7 

59.8 

| 52.2 

49.6 

50.6 

2. Income of unincorporated enterprises and 
inventory valuation adjustment. 

15.9 

13.2 

16.6 

15.9 

19.6 

3. Rental income of persons . 

6.7 

5.1 

4.3 

4.2 

3 9 

4. Corporate profits and inventory valuation 

adjustment. 

5. Net interest. 

11.8 

7.5 

-5.0 

12.7 

8.4 

5.9 

14.1 

4.0 

9.2 

1.8 


♦Source: Adapted by John T. Dunlop from U. S. Department of Commerce, Bureau of Foreign 
and Domestic Commerce, Survey of Current Business (July 1947, supplement), p. 19. 
a Includes compensation to private, military, and government civilian personnel. 
b Includes compensation to private personnel only. 

the share of national income going to corporate profits. The wide varia¬ 
tion between the negative income in 1933 and the high share in 1941 illus¬ 
trates the fluctuation of corporate earnings in depression and prosperity. 

Real and Money Wages and Earnings 

Table 8 shows the index of real and money average hourly earnings 
and the index for the cost of living for selected years, 1826-1946. The 
dramatic increase in the standard of living of American workers is clearly 
shown by the middle column which shows the index of real average hourly 
earnings or, in other words, corrects the index of money average hourly 
earnings by the index of the cost of living. Since 1820 the index of real 
average hourly earnings has increased sixfold, and in 1946 it stood at 
2times the figure for 1900. The gloomy prophets of socialism who 

14 U. S. Department of Commerce, Bureau of Foreign and Domestic Commerce, 
Survey of Current Business (July 1947, supplement), p. 8. 
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prophesied an ever-shrinking standard of living for the working class were . 
clearly unaware of the industrial and economic advances which lay ahead 
of their little nineteenth century world. 

Table 8 

Index of Real and Money Wages and the Cost of Living, 1820-1946* 

(1914 - 100) 


Year 

Index of Money 
Average Hourly 
Earnings 

Index of Real 
Average Hourly 
Earnings 

Index of the 
Cost of Living 

1820. 

35 

41 

86 

1830. 

36 

51 

71 

1840. 

40 

51 

78 

1850. 

42 

59 

72 

1860. 

46 

57 

80 

1870. 

82 

71 

117 

1880. 

65 

77 

84 

1890. 

73 

96 

75 

1900. 

76 

101 

75 

1910. 

92 

100 

92 

1920. 

242 

128 

200 

1925. 

245 

140 

175 

1930. 

248 

149 

166 

1935. 

247 

181 

137 

1940. 

296 

212 

140 

1945. 

459 

257 

179 

1946. 

486 

251 

194 


* Sources: Compiled by John T. Dunlop from data of U. S. Bureau of Labor 
Statistics; and A. H. Hansen, American Economic Review, 15:27-42 (1925). 


Table 9 gives the average hourly earnings for select industrial groups 
for selected years, 1909-1946. Here again the increased earnings in the 
various indust rial groups reveal the sharp advances which labor has made 
in the last 40 years. 

Two final tables in this group, 10 and 11, break down the population 
by spending units and family units and by occupational groups in order 
to show the per cent distribution by size of income for the year 1946. 
Spending units differ from family units in that a spending unit is defined 
as all persons living in the same dwelling and belonging to the same fam¬ 
ily who pool their income to meet major expenses. Under this definition 
the number of spending units is greater than the number of families (since 
some members of the same family who live in the same dwelling may not 
pool their income to meet major expenses) and smaller than the number 
of individual income receivers (since many of the spending units have 
more than one income receiver). The importance of the data in Tables 10 
and 11 is to show the relative economic status of the population in an 
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Table 9 

Average Hourly Earnings of Wage Earners in Manufacturing, 
Mining, and Steam Railroads, Selected Years 1909-1946 * 


Average Hourly Earnings ( Dollars ) 


Year 

M anufacturing , 
Mining , and 
Railroads 

Manufacturing 

Only 

Mining* 

Only 

Railroads r 6 
Only 

1909. 

$ .21 

$ .19 

$ .31 

$ .22 

1914.. 

.24 

.22 

.34 

.25 

1919. 

.50 

.48 

.71 

.54 

1925. 

.57 

.55 

.76 

.60 

1930. 

.58 

.55 

.70 

.64 

1933. 

.47 

.44 

. 56 

.59 

1935 . 

.57 

.55 

.74 

.64 

1940. 

.68 

.66 

.85 

.71 

1945. 

1.02 

1.02 

1.21 

.94 

1946. 

1.10 

1.08 

1.38 

1 

1.11 

! 


* Source: Compiled by John T. Dunlop from data of U. S. Bureau of Labor 
Statistics. 

° Includes bituminous and anthracite coal, and metalliferous, min inn. Based in coal 
mining on time at face excluding lunch. 

b Includes Class I railroads only, which make up more than 98 per cent of total 
railway mileage. Earnings are based on Interstate Commerce Commission report of 
“time paid for.” 


Table 10 


Per Cent Distribution of Spending Units and Family 
Units by Size of Income, 1946* 


-, 

Annual Money Income 
Before Taxes 

Spending Units 

Family Units 

Under $1000. 

17 

15 

$1000-1999. 

23 

20 

$2000-2999. 

25 

22 

$3000-3999. 

17 

18 

$4000-4999. 

8 

10 

$5000-7499. 

6 

9 

$7500 and over. 

4 

6 

Median income. 

$2300 

$2600 


* Source: Federal Reserve Bulletin (July 1947). 





















BASIC LABOR STATISTICS 


inflationary period. Median incomes of less than $3000 meant that de¬ 
spite the high standard of living the average American in the postwar 
period found it difficult to meet expenses. Labor responded by demands 
for increased wages which frequently were met by increased prices, thus 
adding to the upward spiral and putting the fixed income groups at a 


Table 11 

Per Cent Distribution of Spending Units 0 Within Different Occupational 
Groups by Size of Income, 1946* b 




M ana- 


Skilled 



Annual Money Income 

Pro- 

gerial 

and 

Clerical 

and 

Semi¬ 

skilled 

Retired 

Farm 

Oper- 

Before Taxes 

fessional 

Self - 

Sales 

and Un~ 

ators 



employed 


skilled 



Under $1000. 

8 

3 

8 

12 

62 

35 

$1000-1999. 

10 

16 

22 

25 

20 

27 

$2000-2999. 

18 

15 

30 

32 

9 

17 

$3000-3999. 

13 

18 

20 

20 

4 

8 

$4000-4999. 

16 

13 

11 

7 

1 

5 

$5000-7499. 

19 

14 

6 

4 

2 

2 

$7500 and over. 

15 

19 

3 

c 

2 

1 

Median income. 

$4000 

$3700 

$2600 

$2300 

d 

$1300 


* Source: Federal Reserve Bulletin (July 1947). 

* Spending unit is defined in text. 

b Data does not add up to 100 because some were not ascertained. 

e Less than one-half of one per cent. 

* Not computed. 

greater relative disadvantage. Nevertheless the median incomes for the 
professional, managerial and self-employed, and clerical and sales groups 
remained above that of the skilled, semiskilled, and unskilled group in 
which most factory labor would be included. 

Productivity 

The high and ever-rising standard of living for American workers has 
been made possible by increases in productivity or output per man-hour 
which are shown for selected industrial groups in Table 12. The increase 
in wage rates has to a considerable degree been offset by increased pro¬ 
ductivity, thus preventing costs from rising comparably to the increased 
average hourly earnings of labor. 

Contrary to popular conceptions, productivity does not depend pri¬ 
marily on human effort. In fact human effort is relatively insignificant in 
the total productivity picture. The main reason for increased productivity 
has been the increased efficiency of machine technology. 

From a short-run point of view productivity may also be affected by 
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* 

Table 12 


Productivity Indexes tor Selected Industrial Groupings, 1920-1945* 

(1939 = 100) 


Year 

Output Per Man-hour 

Output Per 
Worker 

All Manu¬ 
facturing 

Railroad 

Transport 

Mining 

Electric 
Light and 
Power 

Agriculture 

1920. 

48.3 

57.6 

51.8 

i 

a 

86.4 

1925. 

65.0 

68.2 

62.6 

50.4 

88.5 

1930. 

77.4 

75.1 

72.9 

50.1 

89.7 

1933. 

82.9 

83.0 

78.8 

68.1 

89.1 

1935. 

91.0 

87.6 

84.6 

82.5 

87.4 

1939. 

100.0 

100 0 

100.0 

100.0 

100.0 

1943. 

h 

150.9 

108.6 

182.7 

116.8 

1945. 

b 

139.5 

i 

117.8 

181.4 

122.2 


* Source: Monthly Labor Review (December 1946), p. 895. 

• Data unavailable. 

b Productivity for these 3 r ears in manufacturing not comparable because of production change to 
war goods and thus sudden switch in goods produced, markets, and equipment. 


the intensity of labor utilization. Some economists have distinguished 
between what they call “volume productivity” and “real productivity.” 

We must try to distinguish as sharply as possible between increase and 
decrease of productivity caused by larger or smaller output volume— 
volume productivity increase—and the increase and decrease of pro¬ 
ductivity caused by real improvement of production or organization—- 
real productivity increase . . . The trends in volume productivity are 
practically a direct consequence of the law of fixed costs. As business 
volume rises, the unit costs decrease automatically, within certain 
limits; with decreasing business volume they rise automatically . . . 

This is not so with the real productivity increase caused by progress in 
technique and/or in business organization. In many industries, this 
progress is especially accelerated in times of business recession. 15 

Despite the fact that human effort is of relatively minor importance 
in determining worker productivity, popular thinking continues to regard 
productivity as a measure of human effort, rather than as a measure of 
output by a worker using machinery which is the primary determinant of 
his level of production. Consider for example this quotation: 

In the postwar days the American dream of sixty million jobs was 
all but realized. The record-breaking army of job holders presented the 


16 Julius Hirsch, “Productivity in War and Peace/’ American Economic Review , 
30:401-403 (May 1947, supplement). 
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most amazing spectacle of reluctance to work effectively that has ever 
been seen among free people. Nearly sixty million of us combined pro¬ 
duced, in 1946, little more than was produced in 1941, with ten million 
fewer workers. In terms of national income, and of the dollar value of 
the goods and services, the national product was greatly increased. In 
terms of tangible things and needed services the production was little 
greater than in 1941. In terms of product per worker it was less. 16 

The author blamed the described failure to produce with more man¬ 
power to lack of incentive on the part of workers. A more accurate expla¬ 
nation is probably that plant equipment and machinery was less effi¬ 
ciently utilized and more obsolete in 1946 than in 1941. 

16 A. R. Heron, Why Men Work (Stanford, Stanford University Press, 1948), p. 6. 
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4 

Union Structure and Government 


The governments of American unions, like those of nations, run the 
gamut from democracy to dictatorship. The type and structure of a union 
organization depends upon a wide variety of industrial and personal fac¬ 
tors, and may have important repercussions both on union policies and 
on the economy as a whole. A knowledge of union structure is an essential 
background to the economics of labor. 

The Local Union 

The government of unions may be likened to that of the American 
nation. At the bottom of the structure is the local union with functions 
somewhat similar to the municipality. In the intermediate stages are 
union regional offices, joint boards, or district councils, which are compa¬ 
rable to the states. And at the top is the international or national union, 
which compares with the federal government. 

The local union is the part of union structure which the member con¬ 
tacts directly. The conduct of affairs on the local level is thus frequently 
the means by which the member judges his union. Like the government 
of municipalities, there is much in local union government which is heart¬ 
ening to those interested in democratic ways, and much that is unsavory, 
and the latter, as in municipal affairs, is most often attributable to the 
failure of the citizenry, or members, to concern themselves with the con¬ 
duct of their organization. In short, local union government, like munici¬ 
pal government, too often depends on the character of the small minority 
who are willing to bear the burden of operating the organization. 

Local Jurisdiction and Size 

1 The jurisdiction and size of local unions do not follow a fixed pattern. 
Most commonly, the local has jurisdiction over a single plant, and thus 
the size of its membership depends upon the size of the plant. The world’s 
largest local is No. 600, United Automobile Workers (CIO), which has 
jurisdiction over the 80,000 workers employed in the River Rouge (near 
Detroit, Michigan) plant of the Ford Motor Company. Other one-plant 
locals have only 10 to 100 members. 
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There are, however, many variations from the one-plant Jocal. Craft 
union locals commonly have jurisdiction over an area. Thus, the Brick¬ 
layers' Local No. 1 of Louisiana is composed of all union bricklayers in 
New Orleans. In larger cities, like New York or Chicago, two or three 
such locals may divide the jurisdiction. 

Local union membership may also be divided on racial or national 
lines. Thus in many southern cities, building trades mechanics are found 
in separate racial locals. In New York, certain locals of the International 
Ladies Garment Workers’ Union are confined to Italian-Americans. Lo¬ 
cals of Mexicans or Orientals are sometimes found in the Southwest and 
in the Pacific states. 

Industries in which average plant employment is small are frequently 
characterized by multi-plant locals. Thus in the Detroit tool and die 
jobbing shops, which employ an average of less than 25 employees per 
shop, two United Automobile Workers’ locals have jurisdiction—No. 155 
on the East Side and No. 157 on the West Side. In such cases one shop is 
considered too small to function as a unit. 

Multi-plant locals may also develop for other reasons. A separate 
local of the United Automobile Workers has jurisdiction over all auto¬ 
mobile plant office workers in the Detroit area, apparently because it is 
thought that the peculiar problems of white collar personnel are better 
handled through a centralized local than through the plant locals which 
contain mainly production employees. A number of unions have amalga¬ 
mated locals which are quite large, apparently to centralize control. 
Allegedly this has been a method by which a Communist minority has 
been able to control large sections of the United Electrical, Radio and 
Machine Workers (CIO). Under the UE amalgamated system in the New 
York area, each plant in the large locals is represented on an executive 
board. Control of the executive board secures control over all plants. By 
concentrating all their strength on a few small plants the Communists 
have won a majority on the amalgamated executive boards and hence 
have complete control over the local. Other factions in different unions 
have also used the amalgamated technique to strengthen their position. 

Local Union Officers 

If a local union is small, it usually cannot afford full-time officials. In 
such cases, its officers work at their jobs, but by agreement with manage¬ 
ment, take time off for union business. The union compensates them only 
for actual expenses, which include time off from their jobs at the job 
rate. In many instances the international union assigns a full-time rep¬ 
resentative to aid local unions in the conduct of their affairs. The inter¬ 
national representative is of special importance where the local cannot 
afford full-time officers of its own. 
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The larger local unions usually have one or more full-time officials who 
are compensated completely from the local treasury. The top ranking 
official may be the president, or the latter may be only a figurehead with 
chief power in the hands of a business agent or manager, or a secretary- 
treasurer. Custom, accident, and the strength of individuals who have 
occupied, or are occupying, these positions are the determining factors. 

Only the largest local unions can afford appointed officials to assist 
elected ones. A few of these do, however, have organizers and other 
“local representatives” on their payroll. Such appointees help organize 
new shops, assist in negotiating and administering collective bargaining 
contracts, and aid the union political fortunes of those elected officials 
who are responsible for their appointment. They function on a local basis 
similarly to international representatives on a national basis. The func¬ 
tions of the latter will be described below. 

Duration of Local Union Office 

Most commonly, local officials are elected for a term of one year, 
although a few larger locals have biennial elections. In contrast to the 
situation in the national union, the turnover of local officials is high. This 
is especially true in the smaller locals where the leaders and the member¬ 
ship are close and challenges to local leadership do not involve expensive 
campaigning. On average, it is not likely that the tenure of local office 
exceeds two to four years. Some of the turnover is accounted for by ad¬ 
vancement to higher union positions; some by the fact that local union 
officials often accept managerial positions—for example, become foremen; 
but most of the turnover is accounted for by the desire of the electorate 
for a change in administration. 

Local union officials often have few compensations for their jobs. 
Their salaries as a rule are not particularly high, and often not very much 
in excess of what they can earn as workers. There are, of course, excep¬ 
tions, with some local officials inordinately overpaid. In the main, however, 
status is likely to be more important for the full-time official, for full-time 
union work is more appealing to many than a factory job of equal pay. 
Against that, however, are the long hours, the necessity to work nights 
when factory employees are free, and the constant reminder that tenure 
in office is likely to be short. The fact that most local union officials work 
hard with little compensation beyond the satisfaction which they derive 
from their positions has earned them the respect of workers and neutral 
observers. One surprised worker who had apparently read of sensational 
“ union graft ” attributable to a few union officials wrote, after a local 
union leader had declined a gift for a service: “I expected to pay off Sam 
[the local business agent] ... He was untouchable, however, and would 
not take so much as a box of cigars. He wanted my respect, my loyalty, 
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and my support—no more. I was surprised, because I fully expected to 
have to bribe [him] . . . My respect for unions . . . commenced when 
I discovered that union leaders could be sincere, helpful, and friendly 
fellows. [The local business agent] was not at all like the corrupt ‘ union 
bosses’ I had imagined .” 1 

The Shop Steward 

Besides compensated officials, nearly all local unions have shop stew¬ 
ards or committeemen who are the union representatives in the plant. 
They are usually elected by the group which they serve. These officials 
work full time at their jobs, but in addition collect dues, handle griev¬ 
ances with management foremen, and generally look after union affairs 
in the shop. They carry the union’s message and represent the union in 
its daily contacts with members. Their relations with foremen often de¬ 
termine the type of industrial relations which exists in a plant; for what¬ 
ever may be union-management relationships at the top level, stewards 
and foremen are the persons who must carry it out on the shop level where 
it counts . 2 


Local Union Meetings 

The business of the local is generally conducted at meetings which are 
either called by local officials, or are held at stipulated intervals. Unfor¬ 
tunately, these meetings are not, as a rule, well attended. The average 
union member takes his responsibilities qua member lightly. After a hard 
day’s work, he is much more likely to stay at home with his family or to 
engage in recreational pursuits than to attend a union meeting which 
may be quite unexciting. 

In making light of his membership responsibility, the average union 
member is a typical citizen. Most of us are little concerned how or by 
whom our local government is run. Few stockholders of corporations even 
inquire of their rights, let alone exercise them. The general attitude is to 
permit affairs of union, corporation, or town to be handled by those 
willing to do the work. Only in times of crisis is the electorate aroused. 
Crises may be caused by economic factors beyond the control of local 
officials; by the rise of another “active minority”; or by malfeasance in 
office. Interest is then aroused, members take sides, and meetings become 
well attended. The new group may succeed in a house cleaning, and the 
local may gain or suffer as a result, but the interest, as in other organiza¬ 
tions, is not sustained once the contest ends . 3 

1 John Worker (a pseudonym), “My Union—An Inside Story,” Harvard Business 
Review , 26:109 (1948). 

* This point is further emphasized in Chapter 5. 

3 For a fascinating story of how an “active minority” runs a professional society, 
see Oliver Garceau, The Political Life of the American Medical Association (Cambridge, 
Harvard University Press, 1941). 
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Intermediate Union Government 

To coordinate the activities of local unions, and to act as an inter¬ 
mediary form of government between the local and national, most unions 
have established what are termed regional offices, district councils, joint 
boards, etc. In industrial unions the regional office is the most common. 
Its jurisdiction varies with the concentration of the industry. For exam¬ 
ple, the state of Michigan is divided into numerous regions by the United 
Automobile Workers, and the rest of the country has proportionally many 
fewer because the industry is concentrated in and around Detroit. Sim¬ 
ilarly, the districts of the United Mine Workers are contiguous with the 
various coal fields; those of the United Steelworkers are heavily concen¬ 
trated in the Pittsburgh-Ohio Valley area; and those of the United Rub¬ 
ber Workers follow the concentration of the rubber industry in Akron, 
Ohio. 

Building trades unions, which are organized on a craft basis, fre¬ 
quently have all local unions in an area represented in a coordinating dis¬ 
trict council. The garment unions call a similar organization a joint board; 
railroad unions generally coordinate their locals on a single railroad in 
what they call a system federation. 

Whatever the name, the general purpose of these intermediate forms 
is the same: coordination of local union activities and joint actiqn of locals 
in dealing with management. Generally, the regional office is headed by 
an official elected either by the entire union membership or by the mem¬ 
bership of the district or region only. In some unions, regional chiefs 
have the title of vice-president; in others, such as the building trades, the 
head of the district council may be merely the secretary-treasurer of that 
council. In any case, the regional office is an important union position 
which many local union officials covet. The turnover in regional officers 
is less frequent than in the local officers, and the former jobs carry con¬ 
siderably more prestige in most instances than do local offices. 

Regional officers of unions sometimes have a paid staff of organizers 
or regional representatives, and in some unions they also include a pro¬ 
fessional staff of lawyers, statisticians, educational directors, etc., whose 
functions are similar to personnel attached to the international union 
offices and described below. 

The National Union 

The Convention 

The “top” organization of American unions is the national, or inter¬ 
national, union. The officers of the national union are generally selected 
at a convention of the entire union, which is held most commonly every 
two to five years, although some unions still hold annual conventions, 
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and others hold them at much longer intervals. Election of national offi¬ 
cers is sometimes directly by delegate, and on other occasions delegates 
merely nominate, with the actual contest being determined by a refer¬ 
endum of the entire membership. 

Union constitutions generally provide for representation by local un¬ 
ions in convention on the basis of membership. In order, however, to 
prevent the large locals from being completely dominant, representation 
is sometimes on a graduated basis (for example, 1 delegate for every 100 
members, 2 for every 300 members, 3 for every 550 members, etc.). In 
most cases the convention has complete power to amend the constitution 
and by-laws, although a few unions require some of all such changes to 
be confirmed or rejected by referendum of the membership. 

The Referendum 

The use of the membership referendum in place of the union conven¬ 
tion was considered highly desirable from the point of view of promoting 
democracy in the early part of the century. Except in the case of a few 
unions, however, whose membership has a tradition of participation as 
well as a high sense of responsibility (e.g., the International Typographi¬ 
cal Union), the referendum failed to live up to its promise. Although 
theoretically it was believed that referendums would achieve more par¬ 
ticipation of membership than a convention does, the opposite proved to 
be the case. 

In the first place, most union members do not take an interest in 
referendums so the decisions made as a result of them have largely been 
the decisions of active minorities who took the trouble to vote. And, in 
the second place, the referendum denies the membership sufficient oppor¬ 
tunity for the type of discussion of the pros and cons of issues which 
features many union conventions. Finally, substituting referendums for 
conventions permitted a few unions, such as the Tobacco Workers Inter¬ 
national Union and the International Hod Carriers’, Building and Com¬ 
mon Laborers’ Union, to go for periods of over 30 years without holding 
a convention which, in turn, removed the incumbent officers from effec¬ 
tive challenge by potential opposition. 

National Union Officers 

Most national unions are officered by a president, a secretary-treas¬ 
urer, occasionally a director of organization, and one or more vice-presi¬ 
dents. The number of vice-presidents will be determined by many fac¬ 
tors, e.g., whether regional directors bear that title. In addition, most 
unions have a national executive board which is theoretically the top 
governing body between conventions. Members of the executive board 
are often the regional directors or vice-presidents. 
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In most unions the chief executive officer is the president, but in some 
instances other officials overshadow the president. The latter may be his¬ 
torical accident—e.g., following the British system, a few older unions, 
such as the Brewery Workers prior to 1948, or the Amalgamated Meat 
Cutters and Butcher Workmen, designate the secretary-treasurer as the 
chief executive officer, as does the more recently organized Mechanics 
Educational Society, of which a native Englishman was the chief founder. 
The director of organization has more power than the president in the 
United Electrical, Radio and Machine Workers union, apparently be¬ 
cause it was through his office that the Communists secured control of 
that union. The president of the American Newspaper Guild is not even 
a full-time officer, the chief officer being the executive vice-president. This 
custom arose so that the late Heywood Broun, the columnist, could be a 
sort of honorary president. Successive executive vice-presidents have thus 
far successfully resisted transfer of their authority to the president. 

Although the president, or whoever the chief executive officer of the 
union may be, is almost always technically subordinate to the executive 
board, more often than not he is likely to control it. There are, of course, 
exceptions. Thus, until his slate of candidates won control of the United 
Automobile Workers Executive Board in the 1948 convention, President 
Walter Reuther of that union was almost completely hamstrung by an 
antagonistic executive board, which had effective power to curb his 
activities. 

In most cases, however, the constitutional power of the union’s chief 
officer is very great, and if he is a forceful personality he may reduce the 
executive board to complete subordination, as John L. Lewis has done in 
the United Mine Workers. 

Table 13 divides 115 international unions into three groups according 
to the powers granted in the union constitution to the chief executive offi¬ 
cer. In general “routine power” means that the officer is under the general 
jurisdiction of the chief executive board; “considerable power” indicates 
few checks on executive conduct; “moderate power” is the intermediate 
stage between the two. “The tests applied are the extent of appointive 
power, the limitations placed on the right to discipline subordinate groups 
and members, and the checks that exist upon conduct. The divisions are 
somewhat arbitrary, for there is some difference granted by the different 
unions even within the three groups.” 4 

The data in Table 13 show a tendency on the part of American 
unions to grant increasing power to their chief executive officers. The large 
number of unions in the AFL which fall under the “considerable power ” 

4 Philip Taft, “The Constitutional Powers of the Chief Officer in American Labor 
Unions/’ Quarterly Journal of Economics , 62:459-460 (1948). The ensuing discussion 
is based largely on this article. 
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category indicate that as unions grow old the chief officer tends to assume 
more and more authority. The various reasons for this will be discussed 
in greater detail when we examine the tenure of national union officers 
and local union-national union relationships. Suffice it to point out here 
that the advent of national and regional bargaining, the necessity to 
coordinate local activities, and the wills of strong individuals, have been 
the important factors in the concentration of union power. 


Table 18 

Constitutional Powers of Chief Executive Officer 
in American Unions* 




Number 

of Unions 



Routine 

Power 

M oderate 
Power 

Considerable 

Power 

Total 

AFL affiliates.. . . . 

13 

22 

39 

74 

CIO affiliates. 

14 

9 

0 

29 

Unaffiliated. 

3 

3 

6 

12 

Total. 

30 

34 

51 j 

1 

115 


* Source: Philip Taft, “ The Constitutional Powers of the Chief Officer m American 
Labor Unions,” Quarterly Journal of Economics, 62:459-471 (1948). By permission of 
author and publisher. 


That concentration of power tends to be a function of age is also illus¬ 
trated by the large percentage of CIO unions which fall in the “ routine 
power” class. By and large, these are new unions in many of which indi¬ 
viduals have not had the time to coordinate power, and in some of which 
concentration of power was a reason for breaking away from an AFL 
union. In addition, however, these CIO unions include a number which 
are recognized members of the group whose officers consistently follow 
the Communist Party line. 5 It appears that a technique of Communist 
organization, in the thirties at least, was to place a non-Communist “ fel¬ 
low traveler” in the chief post, but to retain most control in the hands of 
Communist-dominated subordinate officials or executive boards. Hence, 
lack of power in the hands of the executive may aid rather than hinder 
union domination by a skilled minority. 

On the other hand, excessive power in the hands of individuals is un¬ 
healthy in any organization. The increasing importance of unions in the 


6 The United Electrical, Radio and Machine Workers, the International Long¬ 
shoremen's and Warehousemen's Union, the Food, Tobacco and Agricultural Workers. 
In addition, the National Maritime Union and the Transport Workers Union, both 
of which recently wrested control from Communists, are in this group. 
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economy, their control over job opportunities, and the arbitrary acts of 
some union leaders which apparently cannot be checked within the unions 
raise grave questions of public policy. 6 

The unions which limit their president to “moderate power” gener¬ 
ally permit him to appoint organizers and representatives, interpret the 
union constitution, exert considerable influence on local unions and mem¬ 
bers, etc., but always subject to some check—most commonly appeal to 
the international union executive board and to the convention. The effec¬ 
tiveness of this check is of course a function of the degree of independence 
of the executive board. An executive board which is subservient to the 
president (which is not uncommon) can thus convert moderate consti¬ 
tutional power into considerable actual power. 

Unions which endow their chief official with “considerable power” 
may still place some checks on his actions. Thus the president of the car¬ 
penters’ union has vast authority including “the power to suspend any 
Local Union, District Council, State Council or Provincial Council for 
violating the laws or constitution of the union. His action is subject to 
appeal to the General Executive Board. The president can also consoli¬ 
date locals, suspend general officers pending trials, and order the disband¬ 
ment of subordinate bodies he finds acting against the interests of the 
Union.” 7 

On the other hand, a few officials, notably John L. Lewis, president 
of the United Mine Workers, and James Caesar Petrillo, president 
of the American Federation of Musicians, have almost unchecked union 
authority. 

Unionjpresidents who have great authority often hesitate to use it for 
fear that local unions or individuals may appeal to the courts. The judici¬ 
ary is, however, loath to interfere in union affairs and more often than not 
upholds union officials if they act within their constitutional power. The 
extent of union power can thus be “a dangerous instrument in the hands 
of fallible men . . . possession of it insulates leaders against criticism 
and unselfish opposition needed in a world of change. The conduct of 
John L. Lewis in reducing a once-democratic union to a benevolent 
satrapy, where he is virtually a law unto himself, is an example of the 
danger of too much power.” 8 

Tenure of National Union Officials 

The tenure of national union officials in contrast to those on the local 
level has traditionally been long. Indeed, opposition to national union 

• Some of these are discussed in Part VI. 

7 Philip Taft, “The Constitutional Powers of the Chief Officer in American Labor 
Unions,” Quarterly Journal of Economics. 62:468 (1948). 

8 Philip Taft, “The Constitutional Powers of the Chief Officer in American Labor 
Unions,” Quarterly Journal of Economics , 62:471 (1948). 
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officials in election contests is likely to be rare. An examination of 764 
offices filled in 7 unions between 1910 and 1941 found that 634 of the 
officers were uncontested. 9 John L. Lewis has been president of United 
Mine Workers since 1920; William Hutcheson of the Carpenters since 
1915; Daniel Tobin of the Teamsters since 1907; William D. Mahon was 
president of the Amalgamated Association of Street, Electric Railway and 
Motor Coach Employees of America between 1893 and 1946; and so the 
list could be extended. 

In any election the incumbent has a tremendous advantage. He is 
already well-known to the membership and his every action is news. The 
challenger must make himself known outside of his locality and must have 
an issue which differentiates him from the incumbent. Patronage, the 
union journal, and other avenues of communication are controlled by the 
incumbent. In the fairest of elections the challenger faces heavy odds. 

Unfortunately, many incumbents have used patently unfair means to 
retain authority. In 1926 John Brophy was allegedly counted out by tell¬ 
ers controlled by President John L. Lewis of United Mine Workers. And 
when Brophy attempted to continue his opposition to Lewis, the latter 
secured the expulsion of Brophy and his lieutenants from the Union. No 
one has dared run against Lewis since then. “In 1936 J. W. Williams al¬ 
lowed his name to go before the convention of the carpenters’ union as a 
candidate for president to oppose the incumbent, W. D. Hutcheson. Wil¬ 
liams was not an unknown and he was an established trade union official 
of some importance, yet the situation appeared so hopeless that he with¬ 
drew his name. Soon thereafter Williams was forced out as president of 
the Building Trades Department (A.F. of L.), which is dominated by the 
carpenters’ union.” 10 

In a few unions, however, contests for the presidency have been the 
rule rather than the exception. Among these, the International Typo¬ 
graphical Union stands out for the number and vigor of officer contests. 
Only three times since 1898 has the ITU presidency been uncontested, 
and most elections have been determined by narrow margins. Elections 
in the much newer United Automobile Workers have been even more bit¬ 
terly contested. Contests for national union office have also been frequent 
in the National Maritime Union, the United Rubber Workers, the Ameri¬ 
can Newspaper Guild and some other of the newer unions. Whether these 
new unions will continue to have election contests as has the ITU, or 
whether they will develop unitary ruling machines remains to be seen. 

Despite the vigor of the competition for office in some unions, the 


“Philip Taft, “Opposition to Union Officers in Elections,” Quarterly Journal of 
Economics , 58:248-251 (1944). 

10 Philip Taft, “ Opposition to Union Officers in Elections,” Quarterly Journal of 
Economics, 88:251 (1944). 
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tread is definitely toward long term national union office. Indeed, one 
official, Joseph Ryan, president of the International Longshoremen’s As¬ 
sociation, has been elected president for life. William Hutcheson is not 
only apparently life (since 1915) president of the Carpenters, but is ob¬ 
viously grooming his son, Maurice, now vice-president, to succeed him. 11 
And Daniel Tobin, president of the Teamsters since 1907, has several 
sons on the union payroll who obviously aspire to high office. 

Whether a union selects officials at convention where delegates vote 
or directly by referendum of the membership does not insure or prevent 
opposition. Both the carpenters and the mine workers elect officials by 
referendum, but neither Hutcheson nor Lewis permits opponents to oppose 
them. On the other hand, the referendum is also utilized by the Interna¬ 
tional Typographical Union whose officers have been unopposed for elec¬ 
tion only three times since 1898. Similarly, the vigorous democracy that 
features the United Automobile Workers has not been impeded by elec¬ 
tion of officers via convention delegates. On the other hand, the UAW’s 
sister union, the United Steelworkers, which also elects its officers at con¬ 
vention, has yet to have a contest for a national elective office. 

An important influence in contesting union positions prior to World 
War I can be attributed to the vigorous socialist minority in many unions. 
Rarely in authority, but always on the alert, the socialists and their 
fellow radicals provided the membership with effective watchdogs whose 
competition and criticism were ever threats to power grasping leaders. 
But they disappeared in the 1920’s. 

In some unions, however, socialist influence lias failed to promote de¬ 
mocracy. The Amalgamated Clothing Workers was organized in 1915 
under strong radical direction. But Sidney Hillman, its president from its 
organization till his death in 1946, never brooked any opposition. To a 
considerable extent, vigorous election contests in some of the new unions, 
e.g., the United Automobile Workers, have been between “left wing” 
factions in which Communists have played a major role and “right wing” 
groups in which non-Communist radicals—not unlike the pre-World War 
I socialists—have been prominent. 

On the other hand, radical influence of any type can claim little influ¬ 
ence in maintaining the record of the International Typographical Union. 
Rather the democracy of the ITU elections appears to be attributable to 
other factors: a fairly steady membership, local bargaining which limits 
the opportunities for intervention in the local’s affairs by the Interna¬ 
tional officers, and the great interest manifested by the membership in 
the affairs of the union. In addition the ITU has developed a unique sys- 


11 Philip Taft, “Opposition to Union Officers in Elections,” Quarterly Journal of 
Economic s, 58:264 (1944). 
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tem of political parties which keeps the political pot boiling so that the 
members’ interest is kept high. And the high intelligence and education 
of the average ITU member stimulates interest in the government of the 
union. 

It must be emphasized that the factors which promote union opposi¬ 
tion to long tenure officialdom in the ITU may be thwarted. The Inter¬ 
national Printing Pressmen’s and Assistants’ Union is composed of print¬ 
ing industry crafts who seceded from the ITU in 1889. Opposition to 
union officers in the Pressmen’s union has been as infrequent as it has 
been frequent in the ITU. George Berry was president of the Pressmen 
from 1907 until his death in 1948. Opposition to him was rare, and when 
it arose, discouraged by his effective countermeasures, which included 
a constitution decidedly favorable to his maintenance of power. 12 

The long term incumbency of top union officials is not unique in Am¬ 
erican life. Corporation officials likewise frequently are in power for long 
terms, and in other institutions the situation is undoubtedly similar. Long 
term office holding has its advantages. In industrial relations it may pro¬ 
mote stability and understanding between labor and management. A 
union official who does not fear for reelection may be in a position to act 
more realistically with management than one who must constantly bear 
in mind the effect of collective bargaining on his tenure. That experience 
is a valuable asset, few would deny. 

Nevertheless, the advantages of active opposition appear to outweigh 
the disadvantages. “Regardless of the merits or the capacity of an indi¬ 
vidual, the need to pass through the gauntlet of a periodic election makes 
him more responsive to the will of his constituents. Opposition in elections 
is a means of registering complaints against lazy or dishonest officers or 
those who fail to carry out the will of the membership.” 13 

Appointive Officials 

In addition to elected officials most national unions have a sizable 
staff of paid, appointed personnel. They include two groups: the special¬ 
ists or professionals, and the international representatives. The former are 
the lawyers, economists, statisticians, research and educational directors, 
etc., which modern trade union organizations must employ in order to 
engage in what has become the highly technical business of running a union 
and engaging in collective bargaining with management. The latter are 
nearly always from the ranks of union members. 

Professional employees of unions sometimes become key figures in 

11 J. Shister, “Trade Union Government: A Formal Analysis,” Quarterly Journal 
of Economics , 60:106 (1945). 

11 Philip Taft, “Opposition to Union Officers in Elections,” Quarterly Journal of 
Economics , 68:264 (1944). 
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union administration or collective bargaining. This is especially true of 
lawyers. Ralph Helstein assumed such prestige as legal adviser of the 
United Packinghouse Workers of America (CIO) that in 1946 he was 
elected president. Usually, however, the lawyer remains in the back¬ 
ground as a chief adviser of top officials. And if these officials fail to secure 
reelection, their lawyers and other professional advisers are usually swept 
out of office by the new administration. However important the advice 
of professionals is to labor leadership, that advice can always be pur¬ 
chased as well from those whose loyalty is above question as from those 
who served the outgoing administration. With extremely few exceptions, 
professional personnel have discovered that working for a union permits 
no more, if as much, deviation from the official administration line than 
does working for government or business. 

The international representatives are almost entirely from the union's 
own ranks. They have three main functions: first, they are assigned to 
organize unorganized shops in the union's jurisdiction; second, they as¬ 
sist local unions in negotiations and collective bargaining; and third they 
act as political representatives of those responsible for their appointment. 

The first of the international representatives' functions is self-explana¬ 
tory, but the other two require further explanation. Much has been said 
and written about “interference" by national union officials who pre¬ 
vented local unions from settling controversies except on terms dictated 
by the national union. This has indeed often occurred, notably in 1946 
when the United Steelworkers refused to permit any local to settle the 
nation-wide strike for less than 18% cents per hour, although many locals 
quite plainly felt it wise to do so. 

More frequently, however, the national union is a force for peace. 
Its officers know the costs of strikes and its staff builds up prestige by 
successful, peaceful settlements. Local union officers often are too fearful 
of the consequences of their actions and too inexperienced. Frequently, 
the local officers “get out on a limb" from which they cannot rescue 
themselves. At this point, the international representative can step in 
and use the prestige of the national union to sell the membership on the 
fact that the local leaders have secured a very good deal despite the fact 
that it is less than was promised. 14 

The collective bargaining duties of the international representative 
may also include a wide variety of assignments which service local unions. 
In performing these duties, the international representative meets many 


14 By only a one vote margin in considering the Taft-Hartley Act, the United 
States Senate rejected a proposal that the House of Representatives had accepted, 
which, if passed, would have prevented the international union from influencing 
local union decisions. The folly of such action was obvious to most students of col¬ 
lective bargaining, but considerable interest in enacting the proposal remains. 
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union officials and members. And through these contacts, he engages in 
his political function also. 

International representatives have no job security although they may 
win it for the rank and file through collective bargaining. Theirs is a po¬ 
litical appointment (which does not necessarily cast aspersions on their 
abilities), and they must aid the political fortunes of those who appoint 
them if they are to retain their jobs. 

The power of patronage in government is always an important weapon 
in the hands of the incumbent. So it is in a union. A union official who 
gave no heed to politics would not last long in office. He must make friends 
in order to assure his reelection. One of the best ways to do that is to ap¬ 
point to positions people who have contributed to his success, and who 
will continue to work for his interest. The international representative is, 
thus, the political emissary of the person who is responsible for his ap¬ 
pointment. For basically, the union is, internally, a political organization. 
It could not be otherwise if it is to be in any way democratic. And no de¬ 
mocracy, or dictatorship, has ever been managed without “political ma¬ 
chines” built on a patronage foundation. 

Union Finance 

Operating a union in modern American society can be an expensive 
undertaking. Officer and employee salaries, office rent, traveling expenses, 
postage and other communication costs, publicity, legal and research 
activities, are a few of the daily routine expenses. In addition, a reserve 
must be built up; for a long strike with its increased demands on ordinary 
services, plus the costs of strike benefits, extra legal and publicity help, 
etc., can drain a union treasury of several million dollars. The United 
Automobile Workers’ strike against the General Motors Corporation in 
1945-1946 did just that. 


Dues and Fees 

The funds necessary to operate a union and to service its membership 
come primarily from the monthly dues paid by the membership. In addi¬ 
tion, unions derive income from initiation fees and assessments, also paid 
by members, and from government bonds, property, or other investments 
where excess or reserve funds are kept. 

In general, the older unions have the highest dues and initiation fees. 16 
There are two reasons for this. First, these unions are primarily craft 
organizations composed of skilled workers. They combine high earning 
potential with work scarcity consciousness. To a large extent high dues 


15 Philip Taft, “Dues and Initiation Fees in Labor Unions/' Quarterly Journal of 
Economics , 60:219 (1946). 
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and fees are justified by these unions on the grounds that newcomers 
should compensate the union which has raised wages and standards in 
the craft, especially since the present high wages permit “ Johnny-come- 
lately” to pay his share so easily. A high initiation fee also seems to dis¬ 
courage applicants, and thus give union men a greater part of the avail¬ 
able work. The use of the initiation fee as an exclusionist policy is only 
feasible if entrance to the trade can be controlled by the union. With a 
few exceptions, only craft unions can exert such control. An industrial 
union which depends for its bargaining strength on organizing all em¬ 
ployees of the industry or firm would defeat its purpose by raising its fees 
very high. 

The second reason why dues and fees tend to be higher in the older 
unions than in the newer ones is the greater stress by older organizations 
on union-sponsored benefit systems. Many of the older unions have al¬ 
ways paid death benefits, and some also pay disability, old age, and sick¬ 
ness pensions as well. A few, the Big Four railroad brotherhoods in par¬ 
ticular, have elaborate life insurance schemes. Dues and initiation fees in 
such unions are higher because they include the contributions of mem¬ 
bers to benefit plans. 

Welfare programs developed by the newer unions do not directly 
affect union dues and initiation fees. 16 Usually, these programs are the 
result of collective bargaining and are paid for either by direct payroll 
deductions on employees plus an employer contribution, or by the latter 
alone. 

Available statistics on union dues and fees are not very complete, since 
most national unions permit considerable variation by their locals. Most 
data indicate, however, that initiation fees vary from $2 to $100, with the 
average among the newer industrial unions near $5, and for the older 
craft unions approximately $50 to $75. 17 In a few instances, initiation 
fees of over $100 or even $1000 have been recorded, particularly in the 
skilled crafts of the movie industry. 18 For the most part, however, these 
fees are maintained as bars to admission rather than as actual charges. 

Monthly dues are generally much lower than initiation fees. The av¬ 
erage for the new industrial unions was approximately $1 prior to World 
War II, but is now probably double that as unions, like every other in- 


18 They might affect fees indirectly by requiring the union to hire additional 
personnel to administer the plan. 

17 These estimates are close to those found by Professor Philip Taft {“Dues and 
Initiation Fees in Labor Unions,” Quarterly Journal of Economics , 60, 1946), but are 
slightly higher because, like all other prices, they have gone up in the post-World 
War II inflation. 

18 The fee of a Hollywood photographers' local is $500, but in 1946 it refused to 
admit even those who were willing to pay it. 
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stitution, have been forced to react to increased costs of operation. The 
monthly dues of the older craft unions are generally $5 to $10. 

The extent of union assessments varies considerably. Generally, they 
occur as a result of an emergency expenditure or for an organizing cam¬ 
paign. In 1943, the United Automobile Workers, in a referendum, voted 
an assessment to help organize the aircraft industry; in 1940, the UAW 
voted one to defray costs of the General Motors strike. More autocratic 
unions permit the chief executive officer and/or the executive board to 
levy assessments, sometimes with limits as to amount and number in a 
given period, and occasionally without even these safeguards. 

Union fees tend to vary somewhat with employment conditions. 
Usually, craft union initiation fees rise during depressions in order to pre¬ 
serve available work for members, and decline somewhat when jobs are 
plentiful. Industrial union fees are usually more stable, since they do not 
generally function as an instrument of admission policy. Dues tend to be 
more stable, rising generally, as in 1948, in periods of inflation. 

The Problem of High Fees 

Generally, complaints of high union fees refer to initiation fees, rather 
than to dues. Moreover, as has been pointed out, the basic problem is 
admission policy, not initiation fees. Any legal attack on what is consid¬ 
ered anti-social union fees must be directed to the root of the problem— 
the extent to which unions should be permitted to exclude persons from 
employment by excluding them from the union. 19 

There is no one criterion for a “too high” initiation fee. One hundred 
dollars appears a quite reasonable fee for the Air Line Pilots Association, 
whose members may earn more than $10,000 per annum; the same fee is 
outrageous when charged by the Hod Carriers’, Building and Common 
Labored Union or the International Longshoremen's Association. A fee 
is large or small relative to the benefits expected, which include primarily 
prospective earnings. 

Most union fees are not excessive by this standard. The main excep¬ 
tions are found in the building and amusement industry unions. In these 
industries, union power is great and union control over jobs extraordi¬ 
narily complete. Those who are in the unions are thus afforded an unusual 
opportunity to inflict heavy charges on such applicants as they permit to 
join. 


19 As noted in Chapter 31, the Taft-Hartley Act attempted to attack this problem 
by permitting the National Labor Relations Board to examine union fees and by 
outlawing the closed shop. 
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Union Financial Methods 

A union with a membership of 100,000 and dues of $2.00 per month 
would have a monthly dues income of $200,000 and expenditures for 
numerous items, most of which are purchased in bulk. Obviously, it is im¬ 
perative that unions operate with careful bookkeeping and accounting 
methods which account for every penny of the membership. Fortunately, 
most national unions have adopted modern accounting methods. They 
employ competent bookkeeping staffs. Their books are audited by out¬ 
side certified accountants. They publish detailed financial reports usually 
at quarterly or semiannual intervals in the union journal and they require 
all officials who are handling money to be bonded. It may be said without 
hesitation that the financial affairs of most unions are in at least as good 
shape as those of most corporations. 20 

Local union finances are sometimes less carefully handled. As a result 
most national unions lay down requirements in accounting methods and 
procedure which their locals must follow. The International Ladies Gar¬ 
ment Workers 7 Union employs a staff of accountants who drop in on local 
unions and audit their books without notice to the locals, much as state 
bank examiners audit bank funds. Because of practices such as these, 
local union finances are today handled in a much more businesslike man¬ 
ner than ever before. 

There remain, however, a few unions whose finances are the secret of 
their top officials. They are found mostly in the building and amusement 
industries, although by no means all the unions in these industries fall in 
this category. No less an authority than Westbrook Pegler has testified 
to the personal honesty of James Caesar Petrillo and to the good financial 
practices of the American Federation of Musicians. And the bricklayers 
have long been a model of good business practice in unions. Such unions 
as the Hod Carriers 7 , Building and Common Laborers 7 Union or the Oper¬ 
ating Engineers, however, have had long records of absolute failure to 
give adequate reports; and there are other unions whose financial affairs 
would not bear close scrutiny. 

Despite the good record of most unions in financial matters, the gen¬ 
eral public undoubtedly believes union funds are commonly handled 
loosely. One result has been the demand for state and federal laws requir¬ 
ing publication of union financial data. The Taft-Hartley Act required 
unions to furnish the Secretary of Labor and each member with financial 
data as a prerequisite for using the machinery of the National Labor Rela¬ 
tions Board. The effectiveness of this provision was limited because (1) 

*°For a balanced discussion of this subject, see George Kozmetsky, “Unions’ 
Financial Reporting,” Harvard Business Review t 27 :13-23 (1949). 
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the Secretary of Labor has so far declined to publish the information; and 
(2) the unions which are most in need of exposure, i.e., many of those in 
the building and amusement trades, have no need to use NLRB machin¬ 
ery, for they are already well intrenched in their respective industries. 21 

Net Worth of Unions 

No adequate survey exists of the net worth of unions. In 1943, the 
Bureau of Internal Revenue reported that 28,638 local and national 
unions had a gross income of $389,700,000, mostly from dues and fees, and 
gross expenditures of $323,400,000, mostly direct operating expenses and 
per capita taxes to affiliated bodies. These same unions paid $25,000,000 
in benefits to their members in 1943. 22 In view of the fact that there are 
approximately 60,000 local unions in the country, it would not be possible 
to estimate what the total figures are. 

A survey of 53 of the larger national unions in 1948 found that they 
had a net worth of $265,000,000. A sizable portion of the net worth repre¬ 
sents benefit plans. Since no correlation was found between union size 
and net worth, it is not possible to give an estimate for the 200 national 
unions, or the 60,000 locals. The data do indicate that unions have be¬ 
come wealthy, and that their assets are large enough to be of public inter¬ 
est. On the other hand, there are a large number of corporations each of 
which has a greater net worth than the 53 unions for which data were 
secured. 23 

Admission Policies 

The great majority of American unions admit any applicant to mem¬ 
bership. “If he is good enough to work in the plant, he is good enough to 
join the union” sums up the prevailing union practice and attitude. 

There are, however, a significant number of unions which have con¬ 
sciously limited membership in their organizations because of (1) race, 
(2) lack of citizenship, (3) political beliefs, (4) sex, (5) rival union member¬ 
ship, or (6) because the union has closed its membership. 24 There are a 
few other grounds for exclusion, but they are not important. 26 We shall 
examine the extent of these exclusions and the reasons for them. 

21 The Taft-Hartley and state laws will be discussed more fully in Part VI. 

22 From Bureau of Internal Revenue reports for 1943. 

23 See Nathan Belfer, “Financial Resources of Trade-Unions,” Journal of Political 
Economy , 58:157-161 (1949). 

24 This analysis follows closely that of Clyde W. Summers, “Admission Policies of 
Labor Unions,” Quarterly Journal of Economics, 61:66-107 (1946). 

26 E,g., the Blacksmiths exclude members of “the state militia, sheriff’s office, 
police force, secret service or miner’s police force”; the United Mine Workers exclude 
members of the National Chamber of Commerce; and the International Longshore-^ 
men’s Association excludes anyone “dealing in spirituous liquors.” Such provisions 
are historical relics of no importance today. Unions also often exclude foremen and 
other management representatives, which, of course, has no effect on the employment 
opportunities of these groups and meets with their approval. 
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Racial Exclusion 26 

American trade unions have always been in the vanguard of those who 
advocate democracy and equal opportunity for all regardless of race, 
color, creed, or national origin. And it must be emphasized that most of 
the nation's 200 national labor organizations have made an honest effort 
to practice what they preach. This has been especially true since 1936 
when the CIO was born. The fundamental philosophy of the CIO unions 
is to “take in everybody"; no one familiar with the situation can deny 
that its various affiliates have been doing just that. Competition from the 
CIO, moreover, has forced most of the AFL and the independent unions 
to adopt a more tolerant attitude than many had previously displayed. 

But a sizable group of unions openly discriminates against minority 
groups. The reasons lie in the basic economic and technological conditions 
of the particular industry. Those unions which actively fight race discrim¬ 
ination—the United Automobile Workers, the United Steelworkers, the 
International Ladies Garment Workers' Union—are organized on an in¬ 
dustrial basis, the only type of union structure feasible in a mass produc¬ 
tion industry. Such unions derive their bargaining power by admitting all 
the workers in their industries to membership and by bargaining for them 
without discrimination. If they excluded any racial or ethnic group, they 
would weaken their bargaining power. Exclusion would invite the ex¬ 
cluded group to join another union and to break strikes. Racial discrimi¬ 
nation by unions in mass production industries is not only impractical; it 
endangers the union's very existence. 

On the other hand, unions organized on a craft basis derive their bar¬ 
gaining power by controlling the entrance of new workers to a trade or by 
monopolizing a strategic occupation. Such unions may find that race dis¬ 
crimination conveniently and effectively limits the number of workers 
available to that trade and thus raises the price of labor. It is no accident 
that craft unions like the United Association of Plumbers and Steam- 
fitters of -the United States and Canada have long had discriminatory 
policies. 

This is not the whole story: there are craft unions that do not dis¬ 
criminate, and industrial unions that do. Many other factors are involved, 
and in each case they are mixed in different ways. In the case of the rail¬ 
way unions, for example, much can be explained by their character as fra¬ 
ternal societies. The first two railway unions (the Brotherhood of Loco¬ 
motive Engineers and the Order of Railway Conductors of America) were 
fraternal and benevolent societies, and discriminatory rules are traditional 


** Based on H. R. Northrup, Organized Labor and the Negro (New York, Harper 
and Brothers, 1944), and “Race Discrimination in Trade Unions,” Commentary , 
2:124-131 (1946). 
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in many areas of the fraternal field. As other railway unions came into 
existence, they copied the by-laws of the older organizations, including 
the discriminatory rules, as a matter of course, even though they may 
have become by then more important as bargaining than as fraternal 
organizations. 

Recently, however, economic factors have been most important in 
maintaining the discriminatory practices of the railway unions. Employ¬ 
ment on the railways has been declining and the railway unions have been 
trying to shift to Negro workers, whom they bar from membership, the 
burden of unemployment. The Brotherhood of Locomotive Firemen and 
Enginemen and the Brotherhood of Railroad Trainmen have succeeded 
in getting nearly every railroad in the South either to limit the number of 
Negroes hired as brakemen and firemen, or, more often, to eliminate 
Negroes from these jobs altogether within a few years. Negroes are thus 
being deprived of jobs that have been open to members of their race since 
the Southern railroads were built, and that have been among the highest 
paying jobs to which they could aspire. 

Union racial discrimination is most common against Negroes and may 
be summarized as follows: 

1. Unions excluding Negroes by color bar in by-laws: 

AFL affiliates: Air Line Dispatchers Association; Order of Railroad 
Telegraphers; Railway Mail Association; American Wire Weavers Pro¬ 
tective Association. 

Independent unions: Brotherhood of Locomotive Engineers; Brother¬ 
hood of Locomotive Firemen and Enginemen; Brotherhood of Railroad 
Trainmen; Order of Railway Conductors; American Association of Train 
Dispatchers; International Association of Machinists. 

2. Unions habitually excluding Negroes by tacit consent: 

AFL affiliates: Asbestos Workers, Heat and Frost Insulators; Interna- 
national Brotherhood of Electrical Workers (craft locals only); Granite 
Cutters’ International Association; United Association of Journeymen 
Plumbers and Steamfitters. 

Independent unions: Marine Firemen, Oilers, Watertenders, and Wip¬ 
ers Association, Pacific Coast; Brotherhood of Railroad Shop Crafts. 

3. Unions confining Negroes to Jim Crow “auxiliary locals”: 

AFL affiliates: Brotherhood of Boilermakers, Iron Shipbuilders, and 
Helpers; Brotherhood of Railway Carmen of America; National Federa¬ 
tion of Rural Letter Carriers; Seafarers International Union; Sheet Metal 
Workers’ International Association. 

Independent unions: American Federation of Railroad Workers; Na¬ 
tional Rural Letter Carriers’ Association. 
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The first group includes unions like the Brotherhood of Railroad 
Trainmen, whose constitution states that “any white male ” is eligible 
for membership. The second group is “lily-white” by tacit understand¬ 
ing; for example, a Negro applicant may be rejected as “incompetent”— 
as always appears to happen to Negro plumbers who apply for admission 
to the United Association of Plumbers and Steamfitters of the United 
States and Canada, although the Negro plumber in question may be a 
first-class mechanic. 

The third group, admitting Negroes to a “second-class” membership 
in Jim Crow “auxiliaries,” under rules w r hich deny them any voice in 
union affairs or an opportunity to be promoted to better jobs, is exempli¬ 
fied by the Brotherhood of Blacksmiths, Drop Forgers and Helpers, whose 
constitution formerly stated: “ Where there are sufficient number of col¬ 
ored helpers they may be organized as an auxiliary local and shall be 
under the jurisdiction of the white local having jurisdiction over that 
territory. . . . Colored helpers shall not transfer except to another auxil¬ 
iary local composed of colored members and colored members shall not 
be promoted to blacksmiths or helper apprentices and will not be admitted 
to shops where white helpers are not employed.” Recently, however, 
the Blacksmiths deleted this clause and now admit Negroes to equal 
membership. 

Although the racial restrictions of these discriminatory unions were 
aimed primarily at Negroes, they are applied also to other non-whites, 
particularly those of Oriental extraction. In fact, many discriminatory 
clauses found their way into union constitutions as a result of the com¬ 
bined voting power of southern members, who were aiming at the restric¬ 
tion of Negroes, and far western members, mindful of the Chinese or 
Japanese “menace.” 

In a few organizations, Orientals have fared worse than have Negroes. 
The Journeymen Barbers’ Union, AFL, which admits Negroes, excludes 
Orientals. West Coast unions have long been in the forefront of anti- 
Oriental agitation, ostensibly as a protest against “cheap labor.” The war 
against Japan intensified this attitude. 

Discrimination against Jews by trade unions is quite uncommon. Only 
one unimportant union, The American Wire Weavers Protective Associa¬ 
tion, AFL (300 members), specifically limits its membership to “white 
Christian Americans.” During the war, this restriction was deleted from 
the published constitution in order to avoid censure from the National 
War Labor Board. However, there has been no actual change in either the 
union’s by-laws or in union policy in this regard. 

Although formal restrictions against Jews are virtually non-existent 
in trade union constitutions, anti-Semitism is found in a number of 
industries, e.g., air and rail transportation, engineering and chemicals, 
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banks and financial institutions. The unions which operate in these indus¬ 
tries appear to be in full accord with discrimination of this character. 27 

In contrast to these discriminatory provisions, at least 47 unions ex¬ 
pressly protect the right of workers to join regardless of race. Such pro¬ 
visions vary from explicit provisions that “no worker otherwise eligible 
to membership shall be discriminated against or denied membership be¬ 
cause of race” (Woodworkers, CIO), or that any discrimination because 
of race will be punishable by a fine of $100 (Bricklayers, AFL), to simple 
provisions that all eligible members “regardless of race” shall be admitted 
(United Mine Workers). 28 

In general, racial admission policies are determined and controlled by 
the national union. There have been important exceptions. Locals of the 
Bricklayers and United Automobile Workers have discriminated against 
Negroes despite contrary national union policies; and locals of the Ma¬ 
chinists and Boilermakers have admitted Negroes on an equal basis in 
spite of national union discriminatory rules. 29 These local variations have 
been the exception rather than the rule. 

Despite the progress in eliminating it, racial discrimination by a few 
unions remains a blot on the labor movement. The fact that the record 
of the labor movement is superior to that of most other facets of American 
life in race relations matters does not reduce the need to eliminate race 
discrimination in unions. 

Exclusion Because of Non-Citizenship 

The traditional policy of American labor has been to curtail immigra¬ 
tion. With employers recruiting immigrants as a source of cheap labor and 
as strikebreakers and with the traditional job scarcity consciousness of 
the AFL, the labor movement was the chief source of opposition to un¬ 
limited immigration prior to World War I. This was true despite the fact 
that the unions were built predominately from immigrant workers in 
many areas of the country. A direct result of union opposition to unlimited 
immigration has been widespread discrimination against aliens by the 
American labor movement. A recent survey found that 22 unions require 
as a prerequisite of membership that workers must have filed a declaration 
of intent to become a citizen. Four additional ones required in addition 
that the worker become a citizen as soon as possible. The Marine Cooks* 
and Stewards* Association of the Pacific Coast, a left-wing CIO union, 

27 For examples, see H. It. Northrup, “Race Discrimination in Trade Unions,” 
Commentary, 2:126-129 (1946). 

88 C. W. Summers, “Admission Policies of Labor Unions,” Quarterly Journal of 
Economics , 61 :26-70 (1946). 

89 See H. R. Northrup, Organized Labor and the Negro (New York, Harper and 
Brothers, 1944), passim , for examples. 
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requires workers to be “eligible for citizenship.” 30 This last provision is 
really race discrimination since its obvious purpose is to prevent orientals 
not eligible for citizenship under the Oriental Exclusion Act from joining 
the organization. 

A few of the smaller unions have discriminatorily high initiation fees 
for alien workers. The American Wire Weavers Protective Association, 
which it will be recalled is limited to white Christian Americans, charges 
foreign workers a special initiation fee of $1000. Fortunately this AFL 
affiliate has a membership of only 300. 

The extent to which citizenship requirements are still enforced in 
unions varies considerably. A great many of them are dead letters, hav¬ 
ing no force or effect, but a survey by the American Civil Liberties Union 
in 1943 found that a number of the unions in the New York City area were 
rather strictly enforcing the requirement of citizenship. In view of intense 
nationalism which has followed World War II it would not be surprising 
if citizenship requirements for admission to unions increase rather than 
decrease in importance. 

Exclusion Because of Political Affiliations oh Beliefs 

A survey in 1946 found that at least 30 international unions with a 
total of nearly 4,000,000 members have constitutional provisions denying 
the right to join because of political affiliation or beliefs and that with one 
exception all these clauses expressly or inferentially pertain to Commun¬ 
ists. Other political organizations which were included in this list were 
Nazis, Fascists, German-American Bund, Ku Klux Klan. 81 In view of the 
intensity of the split between Communists and non-Communists in the 
American labor movement today, it is likely that the number of unions 
adopting bars against Communists has increased since that survey. 

The extent to which a union should be permitted to bar persons be¬ 
cause of their political beliefs has long been debated within and without 
the American labor movement. The problem usually narrows down in 
actual fact to the question of Communism. The reasons given for the 
exclusion of Communists is that they are attempting to convert the union 
to an instrument of an outside political party. These charges are usually 
correct, but experience with bars to Communists as members has been 
that such provisions are used to exclude any personnel antagonistic to the 
current union administration. 


10 C. W. Summers, “Admission Policies of Labor Unions,” Quarterly Journal of 
Economics , 61:73 (1946). 

ai C. W. Summers, “Admission Policies of Labor Unions,” Quarterly Journal of 
Economics , 61:75 (1946). 
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Exclusion Because of Sex 

Although women wage earners have been part of the labor movement 
since its formation, many American unions at one time denied women 
membership in their organizations. Many of these unions, however, were 
/ound in trades where the number of women employed was small. Their 
admission policies, therefore, were merely attempts to institutionalize 
the status quo. 32 

More recently the unions have been dropping exclusions against sex 
as women have more and more entered the labor market. In 1944, for 
example, the Brotherhood of Boilermakers and Ship Builders was embar¬ 
rassed to have a bar to women members in its constitution in view of the 
large number of women who were employed in wartime ship yards. After 
admitting w r omen for some years in disregard of the bar, it was finally 
deleted. 

Today all but eight unions have eliminated their constitutional pro¬ 
visions excluding women, and all crafts but three of these are found in 
railway crafts in which women are not ordinarily employed. 33 

Exclusion of Rival Union Members 

Intense competition among unions for membership coupled with the 
traditional policies of exclusive jurisdiction for one union in a particular 
trade or industry has resulted in a number of unions adopting constitu¬ 
tions which provide that members of rival unions are ineligible to 
membership in their organizations. In the older union constitutions one 
still sees bars aimed at the IWW and, on occasion, even the Knights of 
Labor. The problem, however, is more acute in view of rival unionism 
which exists today. In a number of cases the National Labor Relations 
Board has ruled that a union cannot sign a closed or union shop agree¬ 
ment and then deny membership to members, or former members, of a 
rival union. This takes a considerable amount of the effectiveness out of 
efforts to settle union rivalries by exclusion policies. 34 

Closed Unions 

Sometimes unions refuse admission to any newcomers, or accept only 
a favored few, e.g., relatives of members. Such unions are found almost 
exclusively among the highly skilled or strategically located groups who 

82 F. E. Wolfe, Admission to American Trade Unions (Baltimore, Johns Hopkins 
Press, 1912), pp. 74-95. 

88 C. W. Summers, “Admission Policies of Labor Unions,” Quarterly Journal of 
Economics , 61:77-78 (1946). 

84 The NLRB developed this policy prior to the enactment of the Taft-Hartley 
Act, and it was affirmed by the Supreme Court in Wallace Corp . v . NLRB , 65 Sup. Ct. 
238 (1944). 
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alone are in a position to control entrance to the trade. In addition, closed 
unions may be found in industries where employment is casual or seasonal 
(maritime, garments), and where unions attempt to secure employment 
for members. 

The closed union is usually a local organization. Generally, national 
unions are opposed to a policy which limits union membership and may 
create a sizable group of potential strikebreakers. The local leadership, 
however, is under pressure to give preference to local members—even at 
the expense of members from other locals—and closing the union books 
is one way to achieve this result. 

The extent to which the closed union exists is not known. Most fre¬ 
quently, it has occurred in the building, amusement, and printing trades, 
the local delivery business, diamond cutting, and mirror manufacturing. 
In periods of depression, it has extended to the seasonal and casual trades 
and even to such industries as mining. 36 

Reasons for Union Exclusionary Policies 

The fact that some trade unions limit their membership should not 
be regarded as too extraordinary. A great many barriers against economic 
opportunity are sought by a wide variety of organizational groups—farm¬ 
ers, business, professional as well as labor organizations—this is only one 
of several. Moreover, the policies used by unions to bar admission are 
like those of other groups. Consider, for example, the successful attempts 
of the American Medical Association to limit the number of doctors (or 
to use the AMA’s terminology, “ prevent overcrowding of the profes¬ 
sion”). In the course of its activities the AMA has used licensing laws, 
race discrimination, discrimination against aliens, and other equally anti¬ 
social means of preserving the medical profession for those who are 
already in it. 86 

Whether a labor organization, a professional society, or a business 
organization, the reasons for restricting entry are usually the same: work 
scarcity consciousness, dictated by fear of unemployment. Thus it has 
already been noted that unions are more likely to close their books in 
depressions than in prosperity. And, also it is true that race prejudice 
is a relatively insignificant factor in the discrimination against Negroes. 
Undoubtedly, the most important reason for such discrimination is the 


86 C. W. Summers, “Admission Policies of Labor Unions,” Quarterly Journal of 
Economics , 61:78-80 (1946); S. H. Slichter, Union Policies and Industrial Management 
(Washington, Brookings Institution, 1941), chap. 2 and 3. 

84 See Oliver Garceau, The Political Life of the American Medical Association , 
(Cambridge, Harvard University Press, 1941); and M. Friedman and S. Kuznets, 
Income from Independent Professional Practice (New York, National Bureau of 
Economic Research, 1946), pp. 11-21. 
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fact that the color line provides a convenient method of limiting the 
market. 

Public policy generally condemns the closed unions. Nevertheless, the 
case is often not a clear-cut one. For example, in depressed times when 
unemployment among union members in the maritime industry is sig¬ 
nificant, unions typically “close their books.” Because of the hiring hall 
system whereby men are employed in rotation for available jobs, the 
effect of admitting new members would result in a further sharing of 
unemployment in a particular industry where unemployment among 
those already attached to the industry is severe and where employment 
even in ordinary times is casual and intermittent. One may therefore 
question whether blanket outlawing of closed unions under all circum¬ 
stances is wise; or, if such outlawing is accomplished, whether it ought 
not to be accompanied by some type of regulation designed to prevent 
further concentration of the unemployed in already depressed industries 
or areas. 

Judicial Procedure in Unions 

Penalties 

In the conduct of their affairs, unions have found it necessary to estab¬ 
lish a list of offenses for which penalties may be assessed against the 
members. 

A wide variety of activities are held punishable, and the unions can 
impose a reprimand, fine, or other penalty for the commission of the 
prohibited offenses. An examination of the constitutions of eighty-one 
unions shows that punishable conduct is defined both generally and 
specifically. (Minor offenses, such as disobeying the presiding officer at 
a meeting, have been disregarded.) Eight of the punishable offenses are 
general in character. These are (1) violation of the constitution, by-laws, 
rules and laws of the union or its subordinate branches, (2) disobeying 
orders of officers, (3) slandering an officer or member, (4) circulating 
written material among members without permission of the union 
officers, (5) creating dissension, (6) undermining the union, (7) partici¬ 
pating in outside meetings where union business is discussed, and (8) 
commission of a dishonorable act injurious to the labor movement or to 
the union. Fifteen other offenses have been listed. All of them, except 
advocating the formation of or joining a dual union, are specific in char¬ 
acter. While it has reference to a specific act, advocating or joining a 
dual union can be used against members advocating changes within the 
union and informally combining to achieve this aim. Specific offenses 
include personal acts such as drunkenness and working at a gambling 
house and violation of trade rules. The latter includes strikebreaking, 
working with non-union men where such conduct is forbidden by the 
union, and failure to conform to union wage policies or to other require¬ 
ments of the union in regard to conduct on the job. 37 


91 Philip Taft, “Judicial Procedure in Labor Unions,” Quarterly Journal of Eco¬ 
nomics, 69:377-378 (1945). 
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Anyone familiar with the realities of union organization realizes that 
unions must have some protection against those who would convert the 
union into instruments of outside organizations, e.g., the Communist 
Party, or those who are agents of the employer, labor spies, or provoca¬ 
teurs. Moreover, if unions were unable to enforce any penalties whatso¬ 
ever against members, workers who violated union contracts with man¬ 
agement could not be disciplined by the union. Indeed, 

We must, however, remember that a union must regard the conduct 
of its members from the point of view of the union’s survival. The judicial 
procedure of the union is not an instrument for dispensing abstract 
justice, but is a means for keeping the union intact and effective. We are 
therefore not dealing with a problem of absolute justice, but with the 
possibilities of an individual securing a maximum degree of justice 
under a given institutional arrangement. Unless we are willing to con¬ 
cede the union’s right to exercise control over its membership within 
its allotted sphere, any penalty the union inflicts would be a negation 
of justice. Such a summary view leads to a final and complete denial of 
the union’s right to impose punishment for any cause, and inferentially 
denies the right of the union to exist or to function. 38 

On the other hand, the vagueness and general character of offenses 
found in union constitutions are a grave peril to the civil rights of its 
members. One of the worst abused is the prohibition against slander. No 
constitution defines “slander.” 89 Yet it is often invoked to insulate union 
officialdom against criticism. The same is true of “creating dissension,” 
or discussing “union business” in public. In March 1948, intervention of 
the American Civil Liberties Union and the New York State courts was 
necessary to prevent Communist-dominated officers of a local of the 
United Electrical, Radio and Machine Workers from expelling rivals on 
charges of publicly airing “union business” because the latter had charged 
the incumbent officers with being “members of the Communist party 
which is an agent of the Soviet LTnion.” 40 Such events have led one union 
official to declare that the “ordinary rank and file union member fre¬ 
quently enjoys less freedom in relation to his own union leader than he 
does in relation to his employer . . . Members of unions ... are on 
occasion exposed to severe penalties for exercising rights . . . that are 
specifically guaranteed by the law of the land.” 41 


88 Philip Taft, “Judicial Procedure in Labor Unions,” Quarterly Journal of Eco¬ 
nomics , 59:377 (1945). 

Philip Taft, “Judicial Procedure in Labor Unions,” Quarterly Journal of Eco¬ 
nomics , 59:379 (1945). 

40 From files of American Civil Liberties Union. 

41 Will Herberg, “Bureaucracy and Democracy in Labor Unions,” Antioch Review 
(Fall 1943), p. 405. Mr. Herberg is an official of the International Ladies Garment. 
Workers' Union. 
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Procedure 

Charges against a union member are typically filed by another mem¬ 
ber. Invariably they must be in writing and be served on the accused. A 
trial committee is then usually appointed by the local president or elected 
by the local. The committee hears testimony and renders a decision which 
usually is reported to the local membership for action. A guilty verdict 
often requires more than a majority vote—two-thirds or three-fourths— 
usually by secret ballot. Penalties vary from reprimands and light fines 
($5) to expulsions and heavy fines ($100-500). 

Virtually all unions provide for appeals through the union hierarchy. 
A frequent course is for appeal to the regional office, thence to the inter¬ 
national president and/or executive board, and finally to the international 
convention. 42 

In addition to this procedure, a number of unions grant their interna¬ 
tional president specific authority to initiate and/or hear charges against 
local members or local unions. Other unions permit the president to order 
a local to try a member, and to take action if the local refuses to comply. 43 

Status of Members During Appeal 

An examination of 126 union constitutions, AFL, CTO, and independ¬ 
ent, found that in 52 unions, an appeal does not suspend the verdict, 
whereas in only 5 is the penalty vacated pending the outcome of an ap¬ 
peal. Twenty-six constitutions provide for a stay of verdict under some 
conditions, only one for complete restitution in case a higher tribunal 
overturns a guilty finding, and forty-two did not define the status of the 
appellant. The latter in practice usually enforce the verdict pending ap¬ 
peal unless the international officers intervene in the defendant’s behalf. 
There was no significant variation among AFL, CTO, and independent 
unions. 44 


Analysis of Union Judicial Procedure 

Justice requires trial before an impartial jury, a full and fair hearing, 
and speedy determination of cases, including the appeal. Union judicial 
procedure does not stand up well under these criteria. 

In the first place, the accuser may unduly control the jury, or in some 
unions may actually constitute it. Potential witnesses for accused can be 
intimidated and general fair play denied. 

42 Philip Taft, “Judicial Procedure in Labor Unions,” Quarterly Journal of Eco¬ 
nomics , 59:381-383 (1945). 

43 Philip Taft, “Judicial Procedure in Labor Unions,” Quarterly Journal of Eco¬ 
nomics , 59:383-384 (1945). 

44 Philip Taft, “Status of Members in Unions During Appeal from a Penalty 
Imposed by the Local Union,” Quarterly Journal of Economics , 62:610-616 (1948). 



UNION STRUCTURE AND GOVERNMENT 


101 


The infliction of the penalty prior to the completion of an appeal is a 
severe hardship in many cases. An appeal to a convention which may not 
meet for five years is often an empty right, especially if the penalty is 
enforced meanwhile. Moreover, conventions are large legislative bodies 
basically unable to give the time and study to appeals from disciplines 
or other judicial functions. The lack of an independent judiciary which 
effectively protects the dissenter against reprisal is one of the most funda¬ 
mental defects in trade union government. 

Government Intervention 

The weakness of the union judicial systems is further worthy of em¬ 
phasis because of the reluctance of courts to interfere in internal union 
affairs. Traditionally, the courts have regarded unions as private bodies 
without a vested public interest. Hence, they would not intervene in be¬ 
half of workers disciplined by unions unless the worker was denied the 
forms of a fair trial, i.e., fair according to the union rules, or else fair in 
general terms if the union rules contravene public law or policy. More¬ 
over the courts frequently require union members to exhaust internal 
remedies before accepting a case—which means appealing first up the 
union hierarchy to a convention before bringing the ease to the courts. 
Court litigation is, moreover, costly and uncertain in outcome because 
of the numerous technicalities involved. As a result, the American Civil 
Liberties Union recently proposed a law establishing a special tribunal 
for appeal from union discipline cases. A frequent suggestion is that the 
AFL and the CIO establish such a tribunal. To date the main legislative 
result is a provision in the Taft-Hartley Act preventing unions from caus¬ 
ing the discharge of workers through union shop agreements (the same 
law outlawed the closed shop) except for non-payment of dues. This 
mitigated the effect of expulsions from unions, but still permitted union 
officials arbitrary authority to expel opponents. 

Determinants of Union Structure 

The structure of union government is determined by a wide variety 
of elements which grow out of the practical needs of the organization, the 
desires of the various interests represented in the organization, the influ¬ 
ence of fellow and rival organizations, the effect of law, or the struggle 
for power. An examination of these factors in this section will be followed 
by a section on the influence of the locus of union control in collective 
bargaining. 46 


46 This section is based primarily on J. Shister, “Trade Union Government: A 
Formal Analysis/’ Quarterly Journal of Economics , 60 (1945). 
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Coordination of Local Union Policies 
in Collective Bargaining 

National unions have been forced to take over authority from locals 
in order to insure that uniform wage and working condition policies will 
be followed. This is especially important when union members travel, as 
in the case of musicians and actors. Amusement trade unions traditionally 
negotiate on a local basis, but provide that the rates of the traveling person¬ 
nel shall be nationally controlled. Similarly, the building trades unions, 
which bargain on a local basis, are often required by national rules to adopt 
uniform scales. The failure to do this leads to chaos in collective bargain¬ 
ing. An example is the case of the truck drivers’ strike in New York City 
in 1948, which was considerably prolonged because rival leaders of two 
locals of the Teamsters’ union were each jockeying to secure superior 
settlements over the other, instead of agreeing beforehand on common 
terms. 

Even unions where the tradition of local control is strong regulate the 
limits of local collective bargaining. Local agreements in the Typograph¬ 
ical Union must be submitted to the national union for approval, and the 
United Automobile Workers has created departments which do the pri¬ 
mary bargaining with such multi-plant concerns as General Motors, 
Chrysler, and Ford. 

When collective bargaining goes from the local to the regional or na¬ 
tional stage, the power of the local union wanes. Centralization of author¬ 
ity in the United Mine Workers has obviously been furthered by the 
development of national collective bargaining. On the other hand, regional 
systems of collective bargaining, such as exist in the Pacific Coast pulp 
and paper industry, have the effect of creating semiautonomous organiza¬ 
tions within national unions. Especially, if the region is large, it becomes 
self-sufficient and needs little national assistance in collective bargaining. 
Its officers and membership are therefore not likely to submit too meekly 
to close national union supervision. 

Membership Characteristics 

The division of the membership of a union along craft, industry, racial, 
or geographical national lines often results in semiautonomous divisions 
within unions and in special provisions for representation for specific 
groups. Thus, the Textile Workers Union has separate departments for 
its cotton textile, woolen and worsted, rug and carpet, dyeing and finish¬ 
ing, and hosiery branches. And the last two are virtually independent 
because they were in existence as going concerns before the national union 
was organized. Similarly, the Brotherhood of Railway and Steamship 
Clerks, Freight Handlers, Express and Station Employees is careful to 
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elect officers who represent the various crafts. Failure to do so in the 
1920's led to a temporary secession of the expressmen. 

When the mine and steel unions first organized southern sectors of 
their industry, they made a practice of influencing the election of white 
presidents and Negro vice-presidents of local unions. Gradually, their 
equalitarian programs have overcome prejudice so that southern locals 
now often have Negro presidents. The three-man local grievance com¬ 
mittees of southern West Virginia mines are often composed of one native 
white, one immigrant from southeastern Europe (or descendant thereof), 
and one Negro, thus giving representation to the “judicious mixture” of 
races and nationalities which employers in this area purposely employed 
at one time to forestall unionization. 46 

Traditionally union vice-presidents and regional directors are elected 
with due regard to geographic representation. In addition, most unions 
have a special officer, either vice-president or regional director, for 
Canada. This process of satisfying various interests and areas is very 
similar to the method adopted by the federal government in handing out 
patronage. 

Administrative Determinants 

“ Numerous elements of union government stem primarily . . . from 
administrative problems encountered by the organizations in question.” 47 
For example, unions discovered at an early date that strike control would 
have to be centralized to some extent if the unions were to be preserved. 
This was necessary to prevent “quick on the trigger” locals from striking 
on the slightest provocation and thus costing the union and members 
thousands of dollars for strike benefits, legal and publicity charges, etc. 
Strike control by national unions takes two forms. In many cases, no 
strike can be called without approval of the national union executive board. 
In others, any strike which is called without national union approval 
deprives the strikers of strike benefits or other such national union help. 

Likewise, various unions’ benefit plans are usually closely controlled 
by the national union because of administrative and actuarial considera¬ 
tions. Sad experience with actuarially unsound benefit plans has prompted 
this development. 

The frequency of conventions in many unions is determined by finan¬ 
cial situations. The growing tendency on the part of unions to have con¬ 
ventions once every two to five years instead of annually has been 
prompted in many cases by the high cost of conventions which may run 


46 H. R. Northrup, Organized Labor and the Negro (New York, Harper and 
Brothers, 1944), chap. 7 and 8. 

47 J. Shister, “Trade Union Government: A Formal Analysis/’ Quarterly Journal 
of Economics , 60:89 (1945). 
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well over a million dollars. In recent years about the only thing which 
President Walter Reuther and his opposing factions within the United 
Automobile Workers could agree upon was the desirability of holding 
conventions biennially instead of annually. The high cost of conventions 
brought agreement on this subject. Nevertheless, the rank and file, desir¬ 
ous of “keeping an eye on the bureaucrats” have voted down such pro¬ 
posals at UAW conventions by three to one margins. 

The provision that the expenses of local delegates be paid from na¬ 
tional treasuries is likewise dictated by financial considerations because 
many small locals cannot afford the cost of adequate representation if a 
convention is to be held in a distant place. A survey in 1945, however, 
found that only 38 out of 167 national union constitutions examined pro¬ 
vided for the payment of expenses by the national. 48 

Effect of Rival Unionism 

The development of rival unionism on a mass scale since 1936 has ma¬ 
terially affected union government. In order to protect themselves against 
secession of locals, some unions, for example, the Glass Bottle Blowers 
Association, vested their executive officers with extraordinary power to 
expel or suspend local officers who have been flirting with rival unions. In 
many other cases the advent of rival unions forced existing unions to open 
their doors to members previously barred. For example, a number of 
unions which admitted only skilled workers (Flint Glass Workers and the 
International Molders and Foundry Workers Union of North America) 
admitted unskilled workers in order to prevent the latters’ organization 
by the CIO. A number of other unions such as the Hotel and Restaurant 
Workers and the Commercial Telegraphers Union of North America 
removed bars to Negro membership because of the threat of rival unions. 
On the other hand the existence of a union with discriminatory racial 
policies has often caused a rival union which ordinarily does not dis¬ 
criminate to soft pedal its equalitarian program in order not to alienate 
the dominant white membership. 49 

The Effect of Legislation and Court Decisions 

Trade union government is often shaped by laws or the decision of 
administrative bodies or courts. For example, the adoption of state anti- 
discrimination legislation has induced a number of unions to delete racial 
bars from their constitutions. Decisions of the National Labor Relations 
Board, placing certain groups of workers in bargaining units, have com- 

48 J. Shister, “Trade Union Government: A Formal Analysis,” Quarterly Journal 
of Economics , 60:90-91 (1945). 

49 H. R. Northrup, Organized Labor and the Negro (New York, Harper and Brothers, 
1944), passim . 
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pelled unions to admit employees whom they might not otherwise have 
admitted. For example, if the NLRB declines a union request to separate 
skilled from unskilled workers, the petitioning union has the choice of 
opening its doors to the unskilled as well as the skilled or facing the possi¬ 
bility of losing the right, as a result of the adverse votes of the unskilled, 
of representing either skilled or unskilled. Moreover, unions have been 
forced to take cognizance of the fact that once they are certified by a 
government agency as an exclusive bargaining agent, they must represent 
all the workers within the bargaining unit without discrimination. 50 

In a number of cases the courts have ruled that union leadership did 
not have authority under the union constitution to take specific acts—for 
example, to expel a member. In a number of instances the union has 
thereupon amended its constitution, granting the officers the necessary 
authority. 

Imitative Elements 

Many union constitutional provisions result merely from the fact that 
the writers of the constitutions copied similar provisions from the consti¬ 
tutions of older organizations. The constitution of the first permanent 
union, the Typographical Union, was copied from that of the Right Wor¬ 
thy Grand Lodge of the Independent Order of Odd Fellows, and then 
gradually was amended to suit the needs of the union. Recently, when 
the International Mailers’ Union seceded from the Typographical Union, 
it adopted a constitution which strongly resembles that of its parent. On 
the other hand the constitution of the International Printing Pressmen’s 
and Assistants’ Union of North America which seceded from the Typo¬ 
graphical in 1889 does not resemble that of its parent. For it has been 
converted into as much of an instrument of dictatorship as the consti¬ 
tution of the Typographical Union is an instrument of democracy. 

The imitative element is also strong in railroad union constitutions. 
Nearly all have a part copied closely from that of the first rail union, the 
Brotherhood of Locomotive Engineers. 

Power Elements 

A number of union constitutional provisions can only be explained 
by the desire to increase the power of given individuals or groups. Thus, 
the provision which was in the constitution of the Air Line Pilots Associa¬ 
tion prior to 1948, and which gave one vote to each pilot and one vote to 
every two co-pilots, was clearly designed to insure pilot control. In the 
same vein, the International Brotherhood of Electrical Workers gives one 
vote per member in conventions to locals of craftsmen whose members 


60 See Steele v. Louisville and Nashville Railroad , 65 Sup. Ct. 227 (1944). The 
technical aspects of NLRB bargaining unit determination will be discussed in Part VI. 
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are designated as Class A, but only one vote per hundred members to 
industrial locals whose members are designated as Class B members. The 
Carpenters is even more discriminatory against industrial locals, permit¬ 
ting them only one vote per local in conventions as against one vote per 
member for craftsman. These discriminatory provisions were directly re¬ 
sponsible for the formation of rival CIO organizations. 

Quite similar are discriminations against minority groups such as 
provisions for the establishment of all-Negro auxiliaries which are obvi¬ 
ously created for the purpose of controlling the competition of Negro 
workers without at the same time giving them either a voice in union 
affairs or the effective control of their own working conditions. Numerous 
other examples could be given of rules which tend to insure control by a 
particular group in unions. 

Other union provisions are obvious instruments of individual or na¬ 
tional control. The vast power given the President of the Musicians’ union 
or that given the President of the United Mine Workers is illustrative. 

The Locus of Union Control and Its Implications 

The locus of union control in collective bargaining with management 
affects the resultant agreement, and hence the economic pattern of the 
labor market. In general, the locus of control has gradually shifted from 
the local union to the national organization. 61 This shift was already ap¬ 
parent in the United States at the turn of the century; and the pioneer 
work on the government of English unions observed the same tendency. 52 

Nature of Union Control over Local Bargaining 

The reasons for national assumption of control of bargaining have 
already been noted. It stems primarily from the problems of traveling 
members; the desire to prevent competition between locals for wage rates 
or employment and the consequent desire for the greatest possible uni¬ 
formity of wages and working conditions for workers operating in the 
same product markets; and the extent of the scope of bargaining beyond 
the local jurisdiction, a development of the desire for uniformity. 

The nature of national union control over local bargaining varies con¬ 
siderably. We have noted that some unions set limits or boundaries to 
which local negotiators must conform or else they require local contracts 
to be approved by the national office before becoming effective; others 
like the United Automobile Workers negotiate with multi-plant com¬ 
panies through “departments” which remove control from the local. In 
case of national bargaining, national control is ipso facto in the national 

51 See J. Shister, “The Locus of Union Control in Collective Bargaining,” Quarterly 
Journal of Economics , 60:513-545 (1946), 

M Beatrice and Sidney Webb, Industrial Democracy (London, Longmans, Green & 
Co., Ltd., 1900). 
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officers’ hands. In the latter two cases, however, purely local conditions 
are commonly left to supplementary local negotiations. 

The highly technical business that is modem collective bargaining re¬ 
quires most national unions to maintain research statistical and legal 
departments. Locals frequently utilize these national services which in 
turn can be counted upon to stress national union policy. Similarly, na¬ 
tional union representatives often play an important role in local bargain¬ 
ing. Such organizations as the United Steelworkers, which have been 
organized from the top down, have been featured by national union con¬ 
trol of local bargaining. 

Too tight national union control of local bargaining has often brought 
strong local reactions. Agreements made by national union leaders have 
on a number of occasions been repudiated by local union memberships 
who felt either that their interests were insufficiently considered, or that 
they were not sufficiently consulted beforehand. 

Within a single organization, there may be conflict between “high 
wage” and “low wage” locals over the extent of national control. The 
former, fearful that they will lose business to the latter, are likely to plump 
for strong national control in the interests of uniformity. Because of the 
marginal character of many employers with whom the low wage locals 
deal, they are likely to oppose these policies. The fight between these two 
groups is a feature of many Typographical Union conventions. 

The Formulation of Demands 

Although negotiations may be controlled to a considerable extent 
by the national officers, it is typically the local members who formulate 
demands. To be sure, the formulation of demands is tremendously influ¬ 
enced by the national leaders. To cite a few r classic examples: Many min¬ 
ers w r ho were on strike in 1946 for a “welfare fund” were at best only 
vaguely familiar with the meaning of the term; and although W r alter 
Reuther’s demand that General Motors “open the books” to prove inabil¬ 
ity to pay had the majority support of the striking auto workers in 1946, 
few could discuss the meaning of the demand in concrete terms. 

Nevertheless, the fact that members formulate demands is tremen¬ 
dously important, despite the influence of leaders, and also despite the fact 
that all too few r unionists are active in their organizations. For one thing, 
member formulation acts as a sounding board of worker wants. Even the 
most dictatorial union leader cannot ignore such obvious rank and file 
wishes. Then too the reaction of union members to settlements is often a 
function of the relation of results to requests. If the former vary too sig¬ 
nificantly from the latter, labor leadership must be ready with explana¬ 
tions. Otherwise, intraUnion rivals have grist for their political mills. 

Customarily, demands are formulated at local meetings, in some cases 
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on the basis of leadership proposals, in others after presentation by a 
special committee, and in others after direct suggestions from the floor. 
When more than one local is involved, union rules often call for joint com¬ 
mittees of the locals to unify demands. Regional bargaining requires 
machinery similar to that of the Pacific coast paper unions where u or¬ 
ganizers of the two collaborating unions draw up a tentative agreement 
which forms the basis for discussion in the local unions. The locals submit 
their amendments to a general association meeting held just prior to 
bargaining conferences.” 58 Demands of unions engaged in national bar¬ 
gaining are usually formulated at national conventions (miners, pottery 
workers) or at special national conferences (railway employees). 

One of the effects of rank and file formulation of demands is likely 
to be that the demands are excessive both in number and amount. Every¬ 
one has his favorite recipe. This in turn leads on occasions either to dis- 
gruntlement with results or to strikes because extraordinary demands are 
not met. It is one of the costs of democracy. 

Negotiating Personnel and Its Powers 

The Negotiating Committee in most unions is appointed with an eye 
to representation of the various groups within the organization. The vari¬ 
ous crafts, geographical areas, races, or nationalities are likely to be 
represented on any negotiating committee. It is quite common for union 
constitutions to require that negotiating committees provide for adequate 
geographical or trade representation. Only a few unions such as the Air 
Line Pilots Association or the International Hod Carriers’, Building and 
Common Laborers’ Union grant almost blanket power to union officials 
to act automatically as the negotiating committee. 

In actual practice negotiations are frequently carried on by a subcom¬ 
mittee of the negotiating committee. This is often a practical necessity 
since negotiating committees are frequently too large and negotiations 
become unwieldy when all members participate. Some union constitutions 
provide for the election of a subcommittee. Others do so in practice. In 
still others, the union president becomes the subcommittee. In the case 
of the United Mine Workers, which has a wage policy committee of more 
than 100 members, John L. Lewis is the actual negotiator. President Philip 
Murray of the United Steelworkers who served as an official of the United 
Mine Workers for many years has also become the de facto negotiating 
subcommittee in the Steelworkers negotiations with the United States 
Steel Corporation. 

Power of negotiating committees or subcommittees varies consider- 


6 * N. W. Chamberlain, Collective Bargaining Procedures (Washington, American 
Council on Public Affairs, 1944), p. 12. 
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ably. At the local level the committee is rarely given full authority to 
settle without rank and file approval of the terms. However it is quite 
frequent for the rank and file to give a negotiating committee power of 
settlement after negotiations have proceeded for some time or have 
reached an impasse where a prompt decision is essential. 

In general it is probable that most local leaders would not want com¬ 
plete power of settlement. The reason is that if they make an agreement 
without specific rank and file approval, they will be held strictly account¬ 
able for the results, and the net effect of the accounting may well be defeat 
for reelection. 

On the other hand, most national leaders would prefer the power to 
settle. They feel that they are capable of securing the best settlement pos¬ 
sible, and that the rank and file, which is often without knowledge of the 
peculiar problems involved in negotiations, will demand more than can 
possibly be obtained and thus force the union into costly strikes which it 
has no hope of winning. 

The case for granting union officials the power of settlement is formi¬ 
dable. Nevertheless, the requirement that all terms be referred to the rank 
and file is a powerful check on union leadership which is probably best 
retained. Moreover, even in cases where union leadership possesses the 
right to settle, rank and file revolt may effectively curtail that right. For 
example, in October 1945, President-for-life Joseph Ryan of the Inter¬ 
national Longshoremen’s Association was forced to renegotiate a contract 
with the New York Ship Owners after a membership revolt tied up the 
Port of New York with a wildcat strike. 

Another reason why granting full power of settlement to the leader¬ 
ship is undesirable sociologically, even if economically the leadership 
would reach the soundest bargain, is that there is a great deal of educa¬ 
tional value in worker participation in collective bargaining. With the 
exception of times when there are political contests within the union, ne¬ 
gotiations for new contracts cause the greatest turnout to meetings and 
the greatest general workers’ interest. Service on negotiating committees, 
participation in discussion over terms of settlement and the interest which 
these activities arouse build union leadership for the future and assure 
an element of democracy in unions. 

National collective bargaining, however, does not appear to afford the 
opportunity for full discussion for settlement on the local level unless it 
is possible to have the contract discussed and voted upon at local meetings 
all over the country. With hundreds of locals involved, as in the case of the 
United Mine Workers, this is impractical. Moreover the referendum is no 
substitute since it does not permit argument and discussion which is the 
essence of the educational process. A truly representative national bar¬ 
gaining committee with an effective voice in negotiations'appears to be 
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the most practical body to approve or reject contracts where national or 
regional collective bargaining exists. 

In a few industries where workers are organized by a number of craft 
unions, cooperative bargaining has developed so that the locus of control 
of collective bargaining on the union side has been transferred from a 
single national union to a group of unions. Such a situation occurs in the 
printing and building trades in many areas, in shipyards organized by the 
AFL Metal Trades Department, on the railroads, and in the west coast 
pulp and paper industry. In these instances the usual procedure is for the 
unions to appoint a joint committee or act through a joint organization 
which they have set up in order to present a united front to management. 

Joint union action of this type has been hindered to a considerable ex¬ 
tent by the fear, on the one hand, that strong unions will have their 
bargaining power reduced by joining with weaker ones; and on the other 
hand by the fear on the part of some labor leaders that the net effect of 
cooperative action will injure their political standing within the union or 
within the labor movement. Thus, the Bricklayers, Masons and Plasterers 
International Union of America, which was organized in 1805, did not 
join the AFL until 1916, because as the most successful building trades 
union at that time, it had no desire to be forced to observe picket lines 
or to engage in sympathetic strikes in behalf of its weaker fellow organiza¬ 
tions. In other cases, unions have declined to cooperate because they pre¬ 
fer to nibble away at the employer. Some craft unions feel that they can 
gain more because a concession to one will cost the employer considerably 
less than a concession to all crafts. Usually, however, a follow-the-leader 
policy develops so that under the nibbling process the employer pays 
more in the long run. 

The railroad unions afford the classic example of union policies which 
hinder cooperative effort. More than 21 unions have split in recent years 
into three camps. All make separate demands upon empk^ers, apparently 
in the hope (thus far unsuccessful) that one group can gain more than the 
others. The net effect in recent years has been one nation-wide railroad 
strike and the narrow avoidance of several others. 54 

Democracy and Bureaucracy 

Charges that unions are “undemocratic” have been quite commonly 
made over the years. With such charges are usually catalogued the vari¬ 
ous practices for which unions are criticized: denials of free speech, arbi¬ 
trary actions of one sort or another, etc. That these practices exist in 
some unions is clear. Indeed, the preceding sections have pointed out 
many of them. 

54 See. H. R. Northrup, “The Railway Labor Act and Railway Labor Disputes in 
Wartime,” American Economic Review, 36:324-343 (1946). 
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No discussion of union democracy has meaning, however, without a 
prior inquiry into the meaning of the term when applied to unions and an 
analysis of effects of democratic unionism on collective bargaining . 66 

It is first essential to point out that democratic government is not 
essentially “good” or “effective” government. Some of the best run 
unions in the country from the point of view of economic returns to mem¬ 
bership, responsibility, financial integrity, etc., cannot be considered dem¬ 
ocratic. The Amalgamated Clothing Workers and the United Steelwork¬ 
ers are cases in point. 

“Conversely, an analysis of the administrative efficiency or structural 
perfection of a governmental system cannot prove anything about its 
democratic or undemocratic character. . . . An example is the growing 
centralization of authority in national union headquarters .” 66 In most 
cases there is no evidence that centralization has progressed farther than 
economic circumstances require. Moreover, on occasion national union 
control leads to more liberal policies. For example, unions are less likely 
to close their books or to bar workers because of race if the national is in 
control of admission policies than if the local exerts such control. 

The excessive delegation of authority, both executive and legislative, 
to union leaders, who in turn employ a large appointive bureaucracy, is 
not per se a structural defect of large political units. It endangers demo¬ 
cratic principles, but is not proof of lack of democracy. 

Moreover, unions meet fairly well the key structural requirements of 
democratic government—general suffrage, free election of legislators, and 
control by the legislators of expenditure of funds and other executive 
actions. To be sure, the governments of unions frequently vary widely 
from the constitutional forms and in actual fact most unions are operated 
by political machines, the members of which have a vested interest in 
perpetuating themselves in office. 

The existence of political machines, however, is not an anti-democratic 
element per se. Political machines are an important element in all demo¬ 
cratic governments. “If the advent of democracy depended on the dis¬ 
solution of all informal political groupings (machines) and on the appear¬ 
ance of pure-hearted leaders, we should wait a long time. Actually, 
democracy requires only that there be reasonably free competition among 
rival machines, and that the self-interest of union leaders be canalized in 
directions beneficial to the membership .” 67 

Where general suffrage and free elections exist, the existence or lack 
of democracy cannot be tested by the extent to which leadership acts in 


56 See discussion by Lloyd G. Reynolds, American Economic Review , Proceeding 8, 
36:380-383 (1046). 

M Lloyd G. Reynolds, American Economic Review , Proceedings , 36:380-381 (1046). 
87 Lloyd G. Reynolds, American Economic Review , Proceedings , 36:381 (1946), 
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the “interest of the membership.” The plain fact is that neither the mem¬ 
bers, the leaders, economists, nor newspaper editors can be certain where 
the “interest” of the membership lies. We have just noted that the de¬ 
mands of the rank and file can lead to costly strikes which a union dic¬ 
tator might have avoided to the economic benefit of all. 

“There remains ... a more searching test of democratic procedure: 
Is the union member free to criticise the local or national officers of his 
union and to work openly for their defeat at the next election? Is there 
a judicial system which effectively protects the dissenter against expulsion 
from the union or other forms of political reprisal ?” 58 The evidence al¬ 
ready presented in this chapter indicates that many unions do not fare 
well if judged by these criteria. “Here, then is the core of the problem of 
union democracy. If there is need to ‘do something about it, ’ the need lies 
in this direction .” 59 First, however, it is essential to understand how the 
problem came into being. The explanation lies essentially in the dual 
nature of the modem union which, at one and the same time, is 

(1) a businesslike service organization, operating a variety of agencies 
under a complicated system of industrial relations; and (2) an expression 
and vehicle of the historical movement of the submerged laboring masses 
for social recognition and democratic self-determination. This irreducible 
duality of nature necessarily results in a fundamental conflict of purpose 
and orientation. As a businesslike service organization, the union re¬ 
quires efficient bureaucratic administration, very much like a bank or 
insurance company. The members of the union are essentially merely 
cfients who are entitled to the best service for their money but who 
certainly should not presume to interfere in matters of administration, 
since such matters are properly the function of trained and experienced 
officials, specially selected for the purpose. But as a phase of the demo¬ 
cratic self-liberation movement of modern times, the union is an ideal¬ 
istic, quasi-religious collectivity; it is a crusading reform movement of 
which the members, the masses, and their democratic self-expression 
are the very essence. 60 

We have noted already the tendency for power to concentrate at the 
top as unions grow. This is a natural evolutionary process which is only 
aggravated or hurried by the thirst for power of strong individuals. The 
rank and file lose touch as the union grows large, its functions and respon¬ 
sibilities multiply, and the art of collective bargaining becomes more 
technical and embraces a wider area. 

“Power politics are not without importance in the gradual bureaucrati¬ 
zation of an organization. An administration—even one composed of the 


M Lloyd G. Reynolds, American Economic Review , Proceedings , 36:382 (1946). 

69 Lloyd G. Reynolds, American Economic Review , Proceedings , 36:382 (1946), 

60 Will Herberg, “Bureaucracy and Democracy in Labor Unions,” Antioch Review 
(Fall 1943), p. 406. 
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most sincere and democratic minded citizens—must give some thought 
toward maintaining authority if its policies are to be carried out. The 
administration is confronted with what it regards as unfair and dema¬ 
gogic attacks on its policies made by persons who in the leaders’ opinions 
at best want power merely for power’s sake. In such situations union 
leadership is likely to resort to dubious devices and undemocratic acts in 
order to maintain its power. The practical results of patronage and the 
political machine replace the idealism of the ‘pure democracy.’ Begin¬ 
ning with the very best of intentions, desirous of power not for its own 
sake but in order to implement a constructive program, the idealist in 
office insensibly passes over to an increasingly exclusive absorption in 
power as such, explained away and justified by all sorts of rationalizations. 
This is the inescapable logic of power politics, but without power politics 
there is no administering or running a union .” 61 

As control is centralized at the top, more and more of the union’s ad¬ 
ministration becomes bureaucratized. The union’s affairs are administered 
by a select group, partly professional or quasi-professional employees, 
partly “the administration,” elective officials who have been in office so 
long as to have practically nothing in common except their antecedence 
with the rank and file. The net effect is likely to be more efficient admin¬ 
istration; the creation of a special privileged caste of administrators within 
the unions; “the limitation and virtual extinction of self-government; and 
the restriction of the civil rights of the members .” 62 

It should be emphasized again that the strangulation of democracy 
by bureaucracy is an impersonal process. The root cause is the indiffer¬ 
ence of the rank and file. With the union efficiently run, the average 
worker has little to get him excited. Like the average citizen or the average 
stockholder, he is content to let the machine run things so long as condi¬ 
tions are good. “Why waste time going to meetings? We pay officials to 
run the union,” sums up the attitude. 

The Remedies 

What can be done to make unions more democratic? First of all, it is 
essential that free speech and the right to criticize be effectively safe¬ 
guarded. The proposal of the American Civil Liberties Union that special 
tribunals be established so that all union discipline cases can be reviewed 
is one suggestion. Another Civil Liberties Union proposal calls for a bill 
of rights for union members clearly granting them the right of immediate 


61 Will Herberg, “Bureaucracy and Democracy in Labor Unions,” Antioch Review 
(Fall 1943), p. 409. 

•* Will Herberg, “Bureaucracy and Democracy in Labor Unions,” Antioch Review 
(Fall 1943), p. 410. 
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appeal to the special tribunal without “exhausting their remedies” within 
the organization. 

These reforms have a twofold aim. They would first of all increase the 
worker’s job security by granting relief against arbitrary expulsions from 
unions and hence, under union security provisions, from jobs also. And 
in the second place they would subject leaders of unions to more vigorous 
criticism. This would not only keep leaders on their toes, but would also 
have the tendency to develop the talents of the potential leader in the 
lower ranks who could speak up without fear of reprisal. The net effect 
would then be to lay the basis for the existence of more than one machine 
within an organization and, therefore, to provide the employees with a 
choice . 63 

Democracy has its cost, however. The more democratic an organiza¬ 
tion is, the more factional conflict there is likely to be within it. Such 
conflict has the advantage of keeping the leadership sensitive to member¬ 
ship opinion. It also has its disadvantages. For one thing, it facilitates 
infiltration into the union by Communists and other groups who are ex¬ 
perienced factionalists, and who are interested in converting the union 
into an instrument of a political party. Factionalism also can weaken the 
union in its dealings with employers and can increase industrial strife, 
because of the fear of union leaders to strike a bargain that is subject to 
criticism by their rivals. These costs must be recognized and accepted if 
democracy is to exist. 

Perhaps something else, however, besides institutional or legal changes 
is needed. Mr. Will Herberg, himself a labor union official, feels that 
without the creation of a “labor conscience” these institutional and legal 
reforms will not be very successful: 

Among the masses, a labor civic morality must come into being. 
Today there is virtually no such thing. Improper conduct, even corrup¬ 
tion, meets with no special resentment or indignation in the labor 
movement; as long as the union leaders “deliver the goods” in terms of 
protection and service, wages and hours, anything goes. There is no 
labor public opinion on the alert to rebuke excesses and check abuses, 
as there is, for example, in some religious communities. There are no 
moral sanctions or restraints emanating from the masses of workers 
operative in the labor movement. This lack is but an aspect of labor’s 
general social immaturity and absence of self-consciousness. 

As far as leaders are concerned, what is fundamentally needed is a 
powerful social idealism capable of mitigating, controlling, and trans¬ 
cending the crudities of personal ambition and power politics. Such a 
moral dynamic once existed to some degree in socialism, which was the 
conscience of the labor movement. Today, with the decline of the 
socialist faith, labor is left without a conscience, without a moral 


6S Lloyd G. Reynolds, American Economic Review , Proceedings , 86:382 (1946). 
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dynamic, and thus without protection against the impersonal mechanism 
of organization and the human lust for power. 64 

The Governments of the AFL and CIO 

The AFL 

The government of the American Federation of Labor reflects the lack 
of power of the Federation. Within the AFL the international unions are 
autonomous. The AFL leaders have no authority to intervene in national 
union affairs. In a number of cases, to be sure, prominent AFL leaders 
have used their influence in behalf of some policy or some group within 
an affiliated union. Technically, however, the Federation is built on the 
autonomy of the international union. 

The government of the A.F. of L. is entirely in the hands of its 
annual conventions and of the Executive Council, consisting of the 
president, the thirteen vice-presidents, and the secretary-treasurer, 
which Council makes such decisions between conventions as exigencies 
require. Direct legislation finds no place in the government of the A.F. 
of L. Even the executive officers are selected in convention, from year 
to year. Each affiliated international and independent local is entitled 
to send delegates to the convention according to membership upon 
which per capita taxes have been paid—one for the first 4,000 members, 
two for the first 8,000, three for the first 16,000, and so on indefinitely. 
Federal labor unions, city centrals, state federations, and the depart¬ 
ments are entitled to one delegate each. 65 

The federal labor unions referred to in the above paragraph are local 
unions affiliated directly to the AFL. They are organized by the Federa¬ 
tion in industries in which no international union exists. City centrals and 
state federations are coordinating bodies which are chartered by the AFL 
in states and cities for the purpose of coordinating AFL policy and par¬ 
ticularly for lobbying and other political activities in behalf of AFL 
unions. 

With the exception of the Union Label Trades Department, which is a 
propaganda organization to promote the use of union-made goods, the de¬ 
partments of the AFL act as coordinating bodies for craft unions which 
operate in the same industry. Their independence and importance varies 
considerably. Thus the Railway Employees Department is composed of 
the seven unions which have organized the railway shop employees. It is 
the most independent of all the departments, having the full support of 
the railroad unions and acting as collective bargaining coordinator for 
dealings of shop employees with railroads. 

44 Will Herberg, “Bureaucracy and Democracy in Labor Unions,” Antioch Review 
(Fall 1943), pp. 416-417. 

65 H. A. Millis and R. E. Montgomery, Organized Labor (New York, McGraw-Hill 
Book Company, 1945), p. 306. 
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The Metal Trades Department and the Building Trades Department 
are less closely knit organizations. The former operates principally in AFL 
shipyards, the latter of course in the building trades. Both establish local 
councils but both have had difficulty over jurisdictional disputes. As a 
result the Building Trades Department in particular does not usually 
represent all building trades unions. 

It is possible for one international union to be a member of all three 
AFL major departments. In fact the International Brotherhood of Elec¬ 
trical Workers does have such membership. Other unions are members 
of at least two. 

The AFL has only two full-time elective personnel, president and sec¬ 
retary-treasurer. The Executive Council is composed of officials of AFL 
unions who serve the AFL without compensation from that body. The 
AFL president has little actual authority. A forceful personality like 
Samuel Gompers needed little statutory authority to give real leadership 
to the Federation. The same cannot be said for his successor. 

At annual conventions most delegates are officials of the affiliated 
bodies. Rarely is the official position of the Executive ( ounc.il challenged. 
The rank and file of labor are not heard at AFL conventions which, of 
course, does not mean that the official convention views are not those of 
the rank and file. 

The AFL services its affiliates with a wide variety of functions. It 
attempts to decide disputes between them; it coordinates and supple¬ 
ments their organizing work; it supplies them with a series of news pub¬ 
lications, maintains a legal department, and acts as official representative 
in political matters although it has been careful not to back a particular 
political party because of the differences of view among its members. In 
actual fact its political activities are largely concentrated in promoting 
pro-labor legislation in the states and in Congress and in opposing legis¬ 
lation considered generally detrimental to labor. 

The CTO 

The government of the CIO is similar to that of the AFL. Its interna¬ 
tional unions are autonomous and it has established city and state indus¬ 
trial union councils which parallel the similar bodies of the AFL. The C TO 
directly organizes local unions in areas where no national union has 
jurisdiction. The CTO has, however, nothing analogous to the depart¬ 
ments of the AFL. 

The Executive Council of the CIO, unlike that of the AFL, is composed 
of a representative of each affiliated union. In addition, however, the CIO 
has established a sort of subcouncil composed of the President of the CIO, 
the Secretary-Treasurer and eight officials bearing titles of vice-president 
who are officials of affiliated unions. 
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As in the case of the AFL, the President of the CIO has no authority 
over affiliated organizations. In contrast to the present situation in the 
AFL, however, the CIO chief executive has always had considerable 
influence with affiliated unions. This has been true not only because of 
the personalities of John L. Lewis and Philip Murray, the two men who 
have served as CTO presidents, but also because both Lewis and Murray 
during their incumbencies were also president of powerful affiliated unions 
—Lewis of the United Mine Workers which has since dropped out of the 
CTO, and Murray of the United Steelworkers. In general the CIO per¬ 
forms the same functions as the AFL. 




5 

Management of Industrial Relations 


Successful business management requires as a cornerstone a sound and 
constructive labor relations policy formulated in the light of the nature 
of the industry and calculated to secure the harmonious cooperation of 
employer and employee in the everyday work relationship. Whatever the 
enterprise may be and whatever its size, to assume a workable and realis¬ 
tic attitude toward labor is an all-important function of top management. 
This statement applies alike to factories, railroads, merchants, billion- 
dollar corporations, and relatively small business enterprises. 

Business managers who have ignored the importance of a realistic 
approach to labor relations have learned to their sorrow that ignorance 
may be very costly, while those who have been in the vanguard of the 
movement for such an approach have discovered that it pays for itself 
many times over. Management, to be effective, cannot afford to ignore 
or to overlook any phase of the business which, properly handled, can 
perform its work better or more economically. To stress sales and produc¬ 
tion policies, to emphasize finance management, and at the same time to 
neglect the possibilities inherent in a changed attitude toward the human 
side of production is lopsided and inefficient management. 

It has been only in relatively recent years, how'ever, and then only 
under the stress of new conditions, that even progressive executives have 
begun to realize the significance of human relations in industry and to 
devote attention to the subject. Thus, in 1926, an authoritative book 
stated: 

The industrial world is only a little beyond the threshold of a new 
evaluation of administrative ability in terms of effectiveness in directing 
people, and in terms of the application of scientific methods to using 
human energy. A new focus in administration is the human element. The 
new center of attention and solicitude is the individual person, the 
worker. This shift comes about fundamentally because the enlistment 
of human cooperation, of the interest and good will of the workers, has 
become crucial in the conduct of economic organizations. 1 


1 0. Tead and H. G. Metcalf, Personnel Administration (New York, McGraw-Hill 
Book Company, 1926), p. 1. 
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Personnel administration has become exceedingly complex in late 
years. It requires not only the ability to manage men and to get along 
with them as individuals but also, what is more difficult, skill in bargain¬ 
ing collectively with unions of employees. In short, personnel administra¬ 
tion has become industrial relations. The right of employees to organize 
is established by law; whether they exercise that right is solely their 
concern. Any activity on the part of management aimed at denying the 
exercise of that right is not only illegal but also conducive to poor indus¬ 
trial relations. Likewise, attempts of unions to usurp bona fide mana¬ 
gerial functions are usually preludes to industrial strife. 

The growth of trade unions has thus made sound industrial relations a 
prime requisite of sound industrial management. The failure of business 
enterprise to make necessary alterations in policy to conform with chang¬ 
ing times has, on numerous occasions, prompted workers to secure the 
required adjustments through collective bargaining or through legisla¬ 
tion. 2 In the latter case, the management is regarded by its employees as 
acting only under compulsion. It does not gain employee good will, pro¬ 
mote a cooperative relationship, or increase the employees’ sense of identi¬ 
fication with the enterprise. 

The primary obligations of management to its employees, as now 
generally recognized, are (1) to maintain wage rates and conditions of 
employment at least equal to those prevailing in the community for work 
of the same kind, (2) to afford as high a degree of regular employment as 
possible, and (3) to provide a reasonable measure of social security beyond 
legal requirements. In brief, an employee's major concern is the basic 
annual income from his job and the maintenance of that income if, for 
reasons beyond his control, he should be unable to work. Extra work with 
salary compensation in the form of incentive pay, year-end bonuses, or 
profit sharing is necessarily uncertain and fluctuating in amount and at 
best provides only a small percentage supplement to the employee’s base 
pay. 8 

Background of Industrial Relations 

From a historical standpoint, industrial relations owes its origin to 
several factors, some of which operated over long periods of time while 
others provided the immediate stimulus. Of the long-run factors, the 
following were the most important: (1) the rise of big business in the 


* Few employers today will dispute the statement that they could have avoided 
such legislation as the National Labor Relations (Wagner) Act of 1935 if, prior to 
that date, they had been willing to bargain collectively with unions freely chosen by 
their employees. 

* Throughout this section, the writers have been materially aided through the 
use of unpublished manuscripts by Dr. Bryce M. Stewart, Director of Research 
Industrial Relations Counselors, Inc. 
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United States, (2) the increasing difficulty of handling labor relations 
along the older lines of approach, (3) the development of scientific and 
engineering research, and (4) the rise of trade unions, aided recently by 
legislation. 

Labor Relations in the Period of Small Business 

Prior to the development of the large corporate enterprise, it was 
scarcely necessary to adopt any policy for dealing with labor other than 
that of the age-old individual employer-employee relationship. The busi¬ 
ness unit was small and the capital investment was inconsiderable; hence 
there were seldom more than a few workers in any one establishment. 
Typically, too, the employer worked side by side with his men, his work 
often being indistinguishable from theirs. Even at the present time, of 
course, numerous survivals of this era are to be seen, especially in small 
retail establishments. 

As long as the business remained small, the employer was both owner 
and manager. He did all the hiring and firing, fixed wages, hours, and con¬ 
ditions of employment, and supervised the conduct of his employees at 
work. He was thus in an excellent position to reward employees for good 
work and to penalize them for poor work; he was able to supply incentives 
as well as to adjust grievances when and as they arose. His relationship 
to his employees was largely a personal matter. In fact, employer and 
employees were often members of the same family or of related families; 
they lived in the same neighborhood and moved in the same social and 
cultural circles. Tied as they were by bonds of family and other interests, 
there was relatively little smoldering discontent on the part of the work¬ 
ers, for they were able to tell when business was good or bad, when the 
employer was making or losing money, and were consequently restrained 
from presenting demands which could not be met. 

From this recital of conditions it should not be implied that the days 
of the small enterprise were the good old days, for certainly neither the 
wages and hours nor the working conditions were what would now be 
regarded as desirable. Indeed, one is often led to believe that the worker 
was relatively worse off in the small establishment than in the large one; 
Nevertheless, because of the smallness of the enterprise, labor problems 
did not come to the fore. Moreover, the multiplicity of small business 
concerns made it not too difficult for the worker to move from one job to 
another whenever he became seriously discontented with the conditions 
of his employment and saw an opportunity to better himself elsewhere. 

Rise of Big Business 

When concentration of industry and larger business units became the 
rule, conditions were radically changed. The owner and the operating head 
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of the business were no longer one and the same person. The number of 
men in a single establishment mounted into the hundreds and then into 
the thousands. Individual contacts with the employer were no longer 
possible. Hiring and firing and the determination of working conditions 
were left to foremen or bosses, who took their orders from plant superin¬ 
tendents or managers. Although the managers usually worked for the 
best interests of the business, often they were arbitrary in their interpre¬ 
tation of orders and unnecessarily harsh in their attitude toward the men. 
It was not by any means an uncommon occurrence for foremen to con¬ 
spire with employment agencies to the detriment of company and worker 
alike. The foreman would hire the men sent by the employment agency, 
with which he would split the fee; shortly afterward he would find some 
pretext for discharge and would repeat the process with other victims. 
The foreman, moreover, was likely to discriminate among the men in his 
charge, favoring some of the workers to the detriment of others. 

One of the consequences of the increased size of the business unit was 
the development of an atmosphere of impersonality, which made the indi¬ 
vidual worker feel like a mere cog in a gigantic machine and tended to rob 
him of any interest he might otherwise have had in the welfare of his 
employer. As far as the employer was concerned, the worker was a rather 
vague being whose existence was necessary to the welfare of the enter¬ 
prise but in whom no personal interest was taken. To the worker, the 
employer appeared to be someone very remote from his everyday life, a 
natural enemy whose interests were diametrically opposed to his own. He 
tended to judge the company’s attitude by the attitude of his immediate 
superior—the foreman. Plant managers, superintendents, and executive 
vice-presidents existed for him only on the periphery of consciousness. If 
the foreman was “decent,” the company was good; if the foreman was 
unpleasant, the company was no good. 

Scientific Management 

Under the impetus of rising production costs and labor unrest, a group 
of engineers led by Frederick W. Taylor developed the scientific manage¬ 
ment movement. They attempted to carry over to labor management the 
orderly procedure of science, by insisting on four basic principles of man¬ 
agement: (1) replacement of rule-of-thumb methods with true science; (2) 
scientific selection of the worker; (3) his scientific education and develop¬ 
ment; and (4) close and friendly cooperation between management and 
men. 4 Taylor was certain that the adoption of these basic principles would 
lessen industrial discord, would enormously increase production, and 
would operate to the benefit of men as well as management. 


4 See Frederick Winslow Taylor, The Principles of Scientific Management (New 
York, Harper and Brothers, 1911), p. 130. 
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According to his program, each job was to be carefully analyzed, all 
unnecessary movements eliminated, and the most efficient method of per¬ 
forming it determined by motion study. The amount of time necessary 
to complete a given task was to be ascertained by time study. Through 
time and motion study, therefore, it would be possible to increase effi¬ 
ciency greatly. Scientific managers emphasized the importance of careful 
planning, wise selection of tools and equipment, functional foremanship, 
a modem cost system, a routing system, and an incentive wage. 5 Taylor 
and his associates viewed the movement as permitting the maximizing 
of prosperity to employer and employee. 

From its very inception, however, the movement met with determined 
opposition from organized labor and from many employers. It was criti¬ 
cized for being autocratic, for introducing excessive speed-up in produc¬ 
tion, for tending to reduce the worker to a mere automaton deprived of 
responsibility for thinking, for minimizing the skill of the worker, for 
increasing industrial unrest, and so on. More impartial observers criticized 
the movement for being basically unsound. One writer said: 

The fundamental fallacy behind the engineer’s reasoning is the 
confusion of output with profits. Output is technological; profits are 
the result of economic interrelationships of a very complex nature, over 
which even powerful business combinations may not have absolute con¬ 
trol. Large output may possibly mean small profits or no profits at all. 
Now wages are a derivative not of output but of profits. Efficiency as a 
factor in wages may therefore serve to differentiate a group of men 
working at the same task, but it cannot determine basic wages. The 
assumption that unity of interest between worker and employer can be 
attained by a sliding scale of wages depending upon the efficiency of the 
worker and of the industry is founded upon a total misconception of the 
basis of our social adjustments. 6 

Criticism of and opposition to scientific management, coupled with 
the outbreak of World War I and its enormously heightened demand for 
labor, brought to an end the early phase of the movement. It became 
fairly certain that scientific management, in and of itself, could not cure 
industrial unrest. Thus, it may be said that scientific management fell 
far short of its goal. Nevertheless, it left a heritage of great significance. 
It recognized the role of the worker in production; it emphasized the im¬ 
portance of proper selection, instruction, and placement of workers; it 
pointed to the desirability of incentive wages as a means of securing 
greater effort from the workers; it insisted on the responsibility of man¬ 
agement; and it stressed the need for continuous research. Its utter failure 
to recognize human values presented an opportunity which personnel 
administration was quick to seize. 

5 Incentive wages are discussed more fully in Chapter 7. 

6 9. Blum, Labor Economics (New York, Henry Holt and Company, 1925), pp. 
420-421. 
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Following World War I a new interest in scientific management devel¬ 
oped. The labor shortage during the war had demonstrated the high cost 
of hit-or-miss policies. Moreover, management hoped to substitute scien¬ 
tific management and enlightened personnel administration for unions. 
These policies continued until the depression of 1929 forced many com¬ 
panies to retrench and discontinue what they considered unnecessary 
services for their employees. 

The rise of a strong labor movement in the thirties was followed by four 
years of compulsory arbitration under a National War Labor Board. 
During World War II there again developed increased interest in the 
improved management of labor relations. Most industrial relations ex¬ 
perts agree that the prime responsibility for the development and main¬ 
tenance of sound, responsible industrial relations rests upon industrial 
relations managers. “Never before have the men at the helm of industry 
needed for labor relations so steady a hand or so imperturbable a temper 
as now. Never before, to put it in a phrase, have industrial leaders been 
in such need of emotional maturity.” 7 

The policies which determine the success or the failure of industrial 
relations for the individual plant or company may vary considerably ac¬ 
cording to the attendant circumstances and the local problems. There are, 
however, fundamental principles and policies that generally are conducive 
to good employee-employer relations. It is with these and with t he organi¬ 
zation of company structure to formulate them that the remainder of this 
chapter is concerned. 

Industrial Relations Department 

The organization of an industrial relations department is largely the 
function of the director of industrial relations. “Any enumeration of the 
characteristics which the ideal personnel manager should possess would 
encompass all the virtues and none of the failures of human beings.” 8 
Certainly among the characteristics that cannot be lacking are a lively 
intelligence with emphasis on resourcefulness and analytical ability, a high 
degree of freedom from bias, and an emotional maturity which is that 
faculty for accepting “unpleasant facts, whatever their genesis, as con¬ 
crete situations to be handled rather than hated.” 9 In addition, a compe¬ 
tent personnel relations director should possess a compelling manner, a 


7 Benjamin M. Selekman, “ Wanted: Mature Managers,” Harvard Business Review , 
24:228 (1946). 

8 American Management Association, How to Establish and Maintain a Personnel 
Department , Research Report No. 4 (New York, American Management Association, 
1944), p. 13. 

9 Benjamin M. Selekman, “Wanted: Mature Managers,” Harvard Business Review , 
24:228 (1946). 
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Fia. 1. (Composite) Functional organization of industrial relations. Reproduced by per¬ 
mission of the publisher from How to Establish and Maintain a Personnel Department, Research 
Report No. 4 (New York, American Management Association, 1944), p. 13. 

* As presented on the organization chart of a large corporation. 

** At present there is a discernible trend in the direction of centering wage administration in 
a separate division of the personnel department, or assigning the function on a full-time basis to 
a designated member of the personnel staff. 

*** There is considerable variation between companies with respect to the division which is 
assigned responsibility for the Suggestion System . To a lesser degree, this also appears to be true 
of the Library and the Company Publications , 
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capacity for understanding people and their problems. He should be 
thoroughly trained in his position both by education and by experience; 
he should be familiar with the standard literature and current books and 
periodicals in his field; he should participate actively in management 
societies and should maintain an open, constructive attitude toward new 
developments, new ideas, and new experiments. Finally, he should recog¬ 
nize that industrial relations, “ while it involves service of a high order, 
has no room for the sentimentalism and the expansive paternalism of the 
now outmoded welfare point of view. Idealism has its place to be sure, but 
it must be balanced by the dictates of common sense.” 10 

It is of prime importance that the industrial relations director be given 
a title and an office which will place him in a position of equality with the 
heads of the production, sales, purchases, and other departments. Thus, 
if there is a vice-president in charge of sales and another in charge of 
production, there should be a vice-president in charge of industrial rela¬ 
tions. Only under such circumstances will the industrial relations director 
possess the necessary prestige to insure that industrial relations problems 
will be considered by other department heads before making final de¬ 
cisions. Moreover, the prestige inherent in the industrial relations position 
must be strengthened so that employee representatives and union officials 
will realize that final authority in these matters is vested in the industrial 
relations director. Union officials do not like to deal with those who lack 
authority to make decisions. Within the realm of the broad policy estab¬ 
lished by top management, concerning which the industrial relations di¬ 
rector should be consulted, full power to settle problems covering a wide 
latitude should be vested in the director. 

The structure of the industrial relations department naturally will 
vary according to the size of the company, its problems, and a variety of 
other factors. The American Management Association, on the basis of in¬ 
tensive research, has developed a functional organization chart of an 
industrial relations department. This chart is shown in Fig. 1. The organi¬ 
zational set-up here illustrated would not necessarily be found in any one 
company; it presents, rather, a composite all-inclusive picture for a large 
concern. 

The Selection of Workers 

Until recently, the selection of workers was largely the function of 
foremen and straw bosses. As a result, top management had no assurance 
that any effort was made to fit man and job together. Often workers were 
hired whose sole qualification lay in their relationship to the foreman. 


10 American Management Association, How to Establish and Maintain a Personnel 
Department , Research Report No. 4 (New York, American Management Association. 
1944), pp. 13-14. 
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Perhaps a “men wanted” sign might be posted at the gate; and when 
applicants presented themselves, a foreman would give them a casual 
glance, ask some perfunctory questions, and then hire or reject them. Em¬ 
ployment agencies were frequently utilized. When an agency was notified 
that jobs were available, it sent any applicants whose names were on file. 
The agency was interested in earning its fee, the men wanted jobs, and 
little was done to find out in advance whether the men suited the jobs or 
the jobs, the men. Not infrequently, some departments were hiring while 
others were firing, and no attempt was made to transfer men from the 
latter to the former. 

During the 1920's the high cost of such policies was demonstrated and 
a tendency toward centralized hiring developed. The growth of unions in 
the following decade made centralized hiring essential, for once hired, a 
worker could no longer be dismissed easily. Today, where management 
controls hiring, good industrial relations requires centralized channeling 
of applicants but leaves the final choice to the prospective employee’s 
immediate superior. In other instances unions have assumed control of 
hiring, as will be developed in the following chapter. 

Job Analysis and Job Specification 

The first step in proper selection procedure is to ascertain, as accu¬ 
rately as possible, not only the number of workers required but also the 
different types of skills and experience that will be needed. It is absurd 
to hire just workers, even if the job is unskilled, since the most elementary 
performance requires certain physical and mental abilities. One would 
not engage a pianist to dig ditches or a ditch digger to make actuarial 
computations. 

How is the employment department to learn what workers are needed? 
A general idea of requirements may be obtained from the production 
budget for the forthcoming period. If the budget indicates an increased 
production volume, it is likely that more men will be needed, and the 
employment department can begin to make preparations accordingly. But 
much more detailed information must usually be developed by means of 
job analysis and job specification. 

Job analysis may be defined as “a scientific study and a statement of 
all the facts about a job which reveal its content and the modifying factors 
which surround it.” 11 Job analysis involves a breakdown of the job into 
its components, so that the physical and mental duties, the requirements 
for the job, the wages, hours, and working conditions, the nature of the 
work, the possible lines of promotion, and so on, may be clearly stated. 


11 O. Tead and H. C. Metcalf, Personnel Administration (New York, McGraw-Hill 
Book Company, 1926), p. 250. 
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The information necessary for the job analysis is best obtained by a 
committee consisting of the industrial relations director or his top assist¬ 
ant as chairman, a member of the employee interviewing staff, foremen, 
superintendents, and employees (the latter chosen by their fellow workers 
directly or through their union), with a technical job analysis man as 
secretary. Such a committee includes those who know the job as well as 
those who have to use the analysis. 

If the job analysis is to be successful (and it will not be successful with¬ 
out employee cooperation), employees must be assured in advance that 
no rates which are out of line in the upward direction will be cut. 12 How¬ 
ever, rates found to be too low should be raised without delay in order to 
forestall potential grievances and to improve employee morale. Finally, 
the job analysis of each occupation must be reviewed at regular intervals 
or whenever job content materially changes, in order that the employ¬ 
ment interviewers may be kept currently informed. 

After the analysis has been completed, it is best to prepare a job speci¬ 
fication. Ideally, the specification embodies two parts: a job description 
and a man or prospective employee description. “On the job side the 
items frequently cover identity of the job (name, department, section, 
title of immediate supervisor); duties and responsibilities involved; work¬ 
ing conditions (regular hours, overtime, surroundings, hazards); wages 
and bonuses; lines of promotion; and other such facts as required. On the 
man side, they include education; experience; training; special skills and 
abilities; and desirable physical, mental and personality characteristics.” 13 

Supplied with the job analysis and the job specification, the employ¬ 
ment interviewers are able to make a far more intelligent selection than 
they could without those aids. Moreover, job analysis is essential for poli¬ 
cies besides hiring. It makes possible a workable, scientific job classifica¬ 
tion and thus prevents the rise of grievances based on intraplant wage 
inequalities; it makes possible the discovery of conditions injurious to 
health and safety; and it is helpful in improving methods of production, in 
measuring production, and in training workers. 

Sources of Applicants 

Prospective employees may be secured from several sources. Use may 
be made of the United States Employment Service or of licensed, reput¬ 
able private employment agencies; some unions supply applicants; pros¬ 
pective employees may be recommended by company personnel; contacts 


12 Such rates are brought in line by two procedures: (1) transfer of employees to 
jobs commensurate in skill with their wages and (2) hiring new employees at the 
correct job rate. 

18 American Management Association, Manual of Employment Interviewing , Re¬ 
search Report No. 9 (New York, American Management Association, 1946), p. 57. 
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with high schools or technical schools may be established; and applicants 
may come unsolicited. No matter whence they come or who they are, ap¬ 
plicants should receive courteous treatment if only to aid in cementing 
community good will. 

Interviewers and Interviews 

Interviewers must be selected and trained with great care. They must 
be capable of putting applicants at ease and of evaluating them without 
prejudice or bias. Persons who insist that all red-haired applicants are 
bright or that certaiu races or creeds are unintelligent have no place on 
interviewing staffs. It may be noted here that eight states already have 
enacted laws prohibiting discrimination in employment because of race, 
color, creed, or national origin. Unless industry gives minority groups a 
fair share of employment, similar legislation will be enacted in other 
states, and thus managerial prerogatives will be reduced further. 

The person conducting an interview should follow a few simple rules. 
The interview should be conducted in pleasant surroundings under condi¬ 
tions of privacy; appointments should be scheduled and ample time 
should be set aside for them; questions should be well phrased, but embar¬ 
rassment should be avoided; and the interview should be concluded on as 
pleasant a note as possible. 14 

In most cases a medical examination is desirable, if only to avoid the 
spread of contagious diseases or the employment of physical misfits. 
Testing aids are utilized by many concerns, especially for the more respon¬ 
sible positions; but for most jobs, they are of limited value. 

If the applicant passes the interview successfully, he should be taken 
to the foreman or supervisor under whom he will work. The latter should 
be permitted the final word. He must get along with those whom he super¬ 
vises; hence he should have the final word in their selection. Unreason¬ 
ableness or prejudice should not, of course, be permitted in foremen. 
Those exhibiting such characteristics are obviously in need of a grounding 
in fundamentals. In fact, this training should be given to all foremen as a 
matter of routine before they are assigned supervisory work. 

Applicants should be hired for a trial period of 30 to 90 days, during 
which they may be discharged without cause. Most unions agree to this 
principle, since they do not like having misfits and malcontents in their 
ranks any more than management does. 

Training Programs 

Most companies that have tried training programs have found them 
a sound investment. Good employee morale is immeasurably furthered by 

14 This discussion is based on American Management Association, Manual of 
Employment Interviewing , Research Report No. 9 (New York, American Management 
Association, 1946), p. 67. 
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the learning of new skills and by promotion from within the ranks. The 
nature of the training to be offered will depend upon the needs. Shop 
training for less skilled operators is quite common. Several industries that 
usually require considerable skill have adopted the practice of subjecting 
beginners to a period of apprenticeship under the joint control of manage¬ 
ment and labor organizations. The apprenticeship is gradually introduced 
in all phases of the work, proceeding from the simplest to the most diffi¬ 
cult. Apprenticeship in the shop is sometimes combined with a course of 
formal instruction in school. 

An arrangement that combines training in school with training in the 
shop is being favored by employers and unions to an increasing extent. 
Practical knowledge combined with theoretical analyses and laboratory 
demonstrations has proved to be especially successful for occupations 
requiring a high degree of skill. The school may be conducted by the 
company itself in its own shops and with its own instructors, or it may be 
run in conjunction with some outside educational agency. There are a 
number of schools today that specialize in particular fields of study. One 
of the best known schools of this type is the Central High School of Needle 
Trades in New York City, which operates with the cooperation of the 
city, the industry, and the garment workers’ unions. 

No type of training is more important than that for foremen. Today, 
the foreman is a leader of men. He administers labor relations policy at the 
shop level, and he can make or break it. Foremen must be taught how to 
handle men, how to deal with and settle grievances, and how to establish 
workable relationships with union representatives. These responsibilities 
are even more important than the foreman’s traditional task of keeping 
machines running and getting out the work. A wise manager consults his 
foremen before he inaugurates policies affecting their work. After all, no 
one knows a plant’s problems as do those who live with those problems. 

Foreman training should include class discussions held during off- 
hours, for which foremen should be paid. New collective agreements must 
be explained, and suggestions for new agreements should be obtained from 
the foremen. Methods of grievance adjustment are of prime importance 
in the curriculum. Some companies, in cooperation with unions, have es¬ 
tablished joint classes for foremen and union stewards or committeemen; 
the agreement is explained, and the union men and the foremen get to 
know and to respect each other. This is a means of building sound, har¬ 
monious industrial relations. 

Promotion and Layoffs 

Promotion from within the ranks not only complements a training 
program, but is also the keystone of good employee morale and industrial 
relations. It has another very practical aspect. Companies that have 
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promotion from within as a policy and have given due regard to length of 
service in promotions are not likely to be saddled with a rigid promotion 
seniority clause in their collective agreements under which virtually no 
factor but length of service can be considered in making promotions. Such 
clauses arise out of experience. A fair promotion policy obviates their 
need. 

Layoffs because of slack work are generally made pursuant to collec¬ 
tive agreements, and are discussed in detail in the following chapter. 

Discipline and Grievance Machinery 

However sound the industrial relations in a plant may be, occasions 
for discipline will arise. Proper discharge procedures, together with a co¬ 
operative spirit fostered by management, can keep such unpleasantness 
to a minimum. Shop rules should be clear, precise, and few in number. 
Grievances should be adjusted as quickly as possible and, except in cases 
of over-all company policy, as near to the source as possible. It is not 
enough merely to prove that the employee who felt himself aggrieved is 
in the wrong. Grievances are often prompted by fear, by personal malad¬ 
justments or difficulties, and by a host of matters totally unrelated to the 
issues under discussion. 16 A good industrial relations department, spear¬ 
headed by well-trained foremen, gets to the source of grievances before 
they can cause trouble. 

The form of the grievance machinery may vary considerably accord¬ 
ing to the wishes of those concerned. However, collective agreements gen¬ 
erally provide that grievances may be taken by the employee, often with 
the aid of the union comitteeman or steward, to the foreman. If it is not 
settled here, the grievance must be put in writing by both the employee 
and the foreman, to avoid future misunderstanding. An appeal may then 
be taken to the shop superintendent and the chief union steward, and if 
they cannot settle the grievance, it goes to the industrial relations director 
and the top union official attached to the plant or area. If, as sometimes 
happens, the parties still fail to agree, contracts usually provide for final 
settlement by an impartial arbitrator selected by the parties or, at their 
request, either by a government agency or by the non-profit, impartial 
American Arbitration Association. Collective agreements usually bind 
labor and management in advance to acceptance of the arbitrator's 
decision. 

Modern grievance machinery is, of course, more complicated and time- 
consuming than the old method of arbitrary discipline. But in terms of a 
satisfied labor force and employee morale, which affect production and 


15 See B M. Selekman, “Handling Shop Grievances,” Harvard Business Review , 
23:469-483 (1945). 
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profits, there is no substitute for smoothly working grievance machinery 
that settles cases promptly and thoroughly. 

Employer-Sponsored Bonus and Welfare Plans 
Bonuses and Profit Sharing 

The use of cash bonuses and profit sharing (including employee stock 
ownership) has frequently been advocated to allay unrest, to build 
employee morale, and to aid in other problems. They have rarely been 
successful because they ignore the difficulties which they would arrest. 
Handouts in the form of cash bonuses at the discretion of management 
are regarded by employees as so much gravy. They are much more con¬ 
cerned w r ith the roast. There is no substantial evidence that bonuses pro¬ 
vide any more incentive to better performance than would a lottery ticket. 
Usually they are soon spent and forgotten and little or no permanent 
benefit accrues to industrial relations. 

Profit sharing, which is the payment of bonuses related to profits and 
their distribution to employees, usually in relation to their individual 
earnings, has a history of about 150 years. Some plans provide that the 
employees' share of profits shall be used for social security purposes, such 
as retirement, and this procedure has proved more satisfactory than cash 
distributions. However, profit sharing is too uncertain to permit its use as 
the sole means of financing employee security. Moreover, with higher 
taxes, broadening governmental provision for social security, union pres¬ 
sure advancing wage rates and overtime pay, more paid vacation and 
public holidays, and shorter work weeks in the years ahead, management 
might better concentrate on more substantive aspects of industrial 
relations. 

The experience with profit sharing may be summarized as follows: 16 

1. Profit sharing has been tried by a very small proportion of employ¬ 
ers. 

2. The principal declared objectives have been (a) to provide an incen¬ 
tive for increased production, (b) to promote employee security, (c) to 
advance the social status of employees, and (d) to improve employer- 
employee relations. 

3. Perhaps at least 60 per cent of the plans for wage earners and be¬ 
tween one-third and one-half of all plans established in the United States 
have been discontinued. 

4. The rate of establishment of plans, their rate of mortality, and the 
distribution to employees under such plans rise and fall with prosperity 
and depression. 

18 Based on B. M. Stewart and W. J. Couper, Profit Sharing and Stock Ownership 
for Wage Earners and Executives, Industrial Relations Monograph No. 10 (New York, 
Industrial Relations Counselors, 1945). 
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5. Arbitrary cash bonus plans have declined in favor, and over the 
years plans that establish trust funds and provide for determination of the 
amount of profits to be shared and its allocation to employees by fixed 
formulas have gained in number. 

6. Profit sharing through distribution of company stock has been 
adopted in only a minority of the plans. Because of employee dissatisfac¬ 
tion and management embarrassment in times of rapid decline in the stock 
market, this procedure, especially as regards wage earners, is now regarded 
with less favor, and is only being utilized by a few concerns which have 
a long record of high earnings and stable stock prices. 

7. The preponderance of evidence is that profit sharing has made no 
substantial contribution to the improvement of employer-employee 
relations. 

8. Employee security by way of pensions or otherwise is more in favor 
with governments and unions than profit sharing. Throughout its history, 
a considerable body of opinion has held that profits distributed to employ¬ 
ees should be used largely if not solely for purposes of employee security. 

9. The first and also one of the latest American studies of profit shar¬ 
ing for wage earners conclude that companies should make certain that 
their wage rates and employment conditions are on parity with those for 
similar employment in the community, establish good employee rela¬ 
tions, and develop well-rounded personnel programs before establishing 
profit-sharing plans. 

10. The experience suggests that only a minority of companies can 
afford profit sharing and that even in such companies it should only be 
established to crown a good personnel program. 

11. Profit-sharing cash bonus plans for executives avoid some of these 
difficulties, but considerable payments of bonuses in good years will in¬ 
vite stockholder and public criticism disproportionate to the net increase 
in the individual executive’s compensation after payment of income tax. 

Company Housing and Stores 

If companies operate in isolated localities where housing, stores, and 
community services are not available on an ordinary commercial basis or 
through a governmental agency, it is the generally accepted practice for 
the managements to assume responsibility for providing certain of these 
services. Seemingly, situations of this kind are becoming less and less com¬ 
mon, as remote areas are opened up through the increasing use of the auto¬ 
mobile, improvements of roads and transport service, and growth of pub¬ 
lic utilities. Many employers today desire to dispense with supplying 
perquisites because their employees had come to take them for granted, 
and because the costs of operating them have risen so high. Some also 
feel that apparently employees would prefer to have the equivalent money 



134 


UNIONS AND COLLECTIVE BARGAINING 


in their pockets to spend as they choose in lieu of provision of perquisites 
by the company. Others believe that the development in employees of a 
sense of responsibility through encouraging them to manage their own 
finances, and, especially, to buy their own homes, makes them better 
citizens and consequently better workers. And finally, the rise of unions 
with demands for participation in the management of perquisites, or 
union interest in establishing rival services have encouraged the elimina¬ 
tion of perquisites in most instanoes. 17 

Pension Plans 

Managerial interest in pension plans dates, to a large extent, from 
World War I when they were adopted in many cases as a means to curb 
labor turnover and allay unrest. Many pension plans suffered severe cur¬ 
tailment during the depression of the thirties but the sounder ones sur¬ 
vived and today as a result of tax benefits and the wartime stabilization 
program, the interest in them is higher than ever before. 18 

Pension plans promote stability in so far as they provide the employee 
with growing security as he nears the retirement age. They should be 
based on a sound actuarial study clearly within the company’s ability to 
provide and should be planned with a view to supplementing an expand¬ 
ing and increasingly expensive Federal social security program. Authori¬ 
ties now agree that not too much should be expected from pension plans 
and not too much should be promised. Nothing is more detrimental to 
employees’ morale than to be promised a pension which must later be 
reduced in amount because of the unexpected high cost to the employer. 
It is far better to develop a modest program which is within the company’s 
ability to meet in time of crisis than to attempt the financially impossible. 

In the post-World War II years, inflation seriously impaired most pen¬ 
sion plans since they were based on prewar price levels and living stand¬ 
ards. As a result, most companies having well-developed plans found it 
necessary to supplement them so that pensioners could meet the high 
living costs. 

The problem of pensions also attracted considerable union interest in 
the post-World War II period, partially because of older workers’ concern 
over the possibilities of retirement on a pension which was unsuited to 
existing price levels. This union interest took the form, not only of incor¬ 
porating pensions into union-management welfare plans, as described in 

17 See Business Week (October 16, 1948), pp. 46-52. 

18 See Murray W. Latimer, Industrial Pension Systems in the United States and 
Canada , 2 vol. (New York, Industrial Relations Counselors, 1933); M. W. Latimer 
and Karl Tufel, Trends in Industrial Pensions, Industrial Relations Monograph No. 5 
(New York, Industrial Relations Counselors, 1940); and Meyer M. Goldstein, Over¬ 
hauling Pension and Profit-Sharing Plans, Financial Management Series No. 83 (New 
York, American Management Association, 1946). 
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Chapter 9; but also of demanding a voice in any changes made in plans 
initiated by companies prior to collective bargaining. The National Labor 
Relations Board backed union demands that pensions were within the 
scope of collective bargaining. The effect is likely to be less management 
interest in private retirement schemes for fear that union pressure will 
make pensions too costly an item. This fear may well be warranted in view 
of the increasing rise in the average age of the labor force, which is at¬ 
tributable to the declining rate of population increase; and in view also 
of the rising age of plant workers resulting from the increasing application 
of the seniority principle in layoffs and promotions. 19 By making more 
employees eligible for pensions, both these factors would increase pension 
costs even without increasing individual pension payments. 

Employer Sickness and Benefit Plans 

Employers in the United States have frequently initiated benefit plans 
of various types, which are either paid for entirely by employers, or par¬ 
tially by the employer and partially by employees. These benefits are 
distinguishable from those covered by union-management welfare plans, 
which are described in Chapter 9, in that they are employer sponsored 
and do not come within the scope of collective bargaining. Moreover if 
employee contributions are made, inclusion within these plans is often 
voluntary for the individual worker. They can, of course, be converted 
into union-management welfare plans if unions are successful in demand¬ 
ing joint union-management control of benefits which have been initiated 
by management. 

Considerable variation exists among employer benefit plans. Group 
life insurance is commonly included, as are burial benefits. Very often 
companies adopt Blue Cross hospitalization or medical programs spon¬ 
sored by insurance companies. Surgical care and accidental death or dis¬ 
memberment benefits are likewise fairly common. 20 

A few companies have adopted more complete programs which include 
staff physicians and nurses, special provisions such as a reserved floor in 
local hospitals, or even a private hospital for employees. These plans are, 
however, the exception. 

If a comprehensive federal health insurance program is adopted, many 
of these programs may be modified or discontinued. A few, however, will 
probably be retained since they provide facilities considerably in excess of 
what a federal program may be expected to make available. 


19 The seniority principle is discussed in Chapter 6. 

20 Many of these facts are taken from unpublished memorandums of Industrial 
Relations Counselors, Inc. For a study of benefit pianB in a particular industry, see 
Joseph Zisman, Fifty Employee Benefit Plans in the Basic Steel Industry (Washington, 
Federal Security Agency, 1947). 
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Annual Wages and Work Guarantees 

Guaranteed annual wage programs have stimulated considerable inter¬ 
est in recent years. Obviously, any program which guarantees a minimum 
annual wage removes considerable strain from industrial relations, in 
which the fear of the future is often the most troubling factor. Unfortun¬ 
ately, it is not easy to guarantee an annual income to employees in most 
industries, at least at present. The companies that have had the most suc¬ 
cess with guaranteed annual wage programs are those in the consumer 
goods industries where unit or tonnage demand is easily predictable and 
does not fluctuate to any considerable degree. Procter and Gamble, Inc., 
a soap manufacturer whose plan has become well known, falls in this 
category. 

In such an industry as iron and steel, which does not sell any of its 
products directly to consumers and the demand for whose production is 
tremendously affected by cyclical changes, a guaranteed annual wage 
program involves what, at present, appear to be insuperable difficulties. 
In the future, however, stimulated by increasing union demands for more 
security, even industries like iron and steel may find the means to achieve 
greater long-range stability of employment. 

Moreover if one firm stabilizes its employment, it may have the result 
of upsetting the stability of the employment in firms which buy the 
product: 

Until recently, offers for house radios were concentrated in the 
autumn, which caused highly irregular employment in the industry. 
With the adaptation of the radio to the automobile, employment in the 
industry became more regular because orders for automobile radios 
were concentrated in the first few months of the year. Recently, however, 
the automobile industry has been trying with some success to spread 
its own employment more evenly over the year. Already radio manu¬ 
facturers are realizing that with more stable production of cars, a new 
factor of instability obstructs their own attempts to stabilize. 21 

Another factor which must be considered is that the net effect of 
guaranteeing employment and income to one group will not only have the 
effect of making that group economically more secure, but will also prob¬ 
ably result in less security to those not included within the scope of guar¬ 
antees. Firms stabilizing employment in order to guarantee income will 
reduce labor turnover and thus reduce job vacancies. Moreover if labor 
cost becomes a fixed cost, as it must under an annual wage program, 

21 New York Commissioner of Labor, Economic Brief for Respondents; Factual 
Background of Article 18, Labor Law, Chap. 468, Laws of 1935 Court of Appeals, 
New York, argued March 19, 1936, p. 44. 
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stabilization is likely to take place at a lower employment level than 
would otherwise exist . 22 

All this does not mean that it is not sound personnel policy for a con¬ 
cern to regularize employment in so far as it can do so without impairing 
its economic position. What should be stressed is that the number of firms 
which can actually guarantee wages to the bulk of their employees is 
relatively small. 

There are other methods of stabilizing work and income, such as the 
guaranteed work week or month, the minimum income guarantee, and 
variations of these basic plans. All these methods are affected by the same 
problems as the guaranteed annual wage, but in view of their less exten¬ 
sive goals, they may be more easily applied. The degree to which manage¬ 
ment can utilize them will be determined in large measure by the extent 
to which the demand is foreseeable and slack periods can be utilized to 
produce and to store goods for peak production. 

Some Collective Bargaining Problems 

If effective and harmonious industrial relations are to be maintained, 
industrial relations managers must know how to deal with unions. Know¬ 
ing that, they are more adequately prepared to handle labor problems 
whether or not unions are in the picture. Those equipped to deal with 
personnel only in non-union shops find themselves handicapped when the 
union enters. The remainder of this chapter discusses some problems that 
arise when the union enters, and it suggests ways of meeting them . 23 

When the Union Enters 

A union organizing campaign, by its very nature, upsets existing rela¬ 
tionships and unbalances emotions within a plant. The job of the union 
organizer is in many respects that of initiating the transfer of the employ¬ 
ee's loyalty from the employer to the union. To accomplish this, he is 
likely to point up existing or imagined grievances, to promise extraordi¬ 
nary and often unattainable benefits, to appeal to the worker to join with 
his fellows at peril of being a social outcast, and to give impetus to the 
impulse of aggression and hostility which exists dormantly within most 
individuals. 

81 See Rita Ricardo Campbell, “ Recent Analyses of Annual Wage Guarantees/ 1 
Quarterly Journal of Economics , 62:542-561 (1948). The problem of annual wage 
guarantees is further discussed from other points of view in Chapters 6 and 12. 

** This discussion owes much to the brilliant series of articles by Professor Benjamin 
M. Selekman which appeared in the Harvard Business Review in 1945 and 1946 and 
were later reprinted in his book, Labor Relations and Human Relations (New York, 
McGraw-Hill Book Company, 1947). See also, When Employees Organize: What 
Employers Should Know and How They Can Utilize National Labor Relations Board 
Procedures , reprinted from The Labor Trendy a supplement to the Executive's Labor 
Service (National Foremen's Institute, New York, 1946). 
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The purpose of the union, of course, is to win the representation elec¬ 
tion conducted by the National Labor Relations Board or otherwise to 
gain recognition from the employer as the bargaining agent. To accom¬ 
plish this purpose, the union must sell itself to the workers, and just as in 
political campaigns, almost no holds are barred. Under such circum¬ 
stances, the employer finds himself under extraordinary temptation either 
to talk back or to develop a keen emotional animus toward the union and 
its personnel. To succumb to either is likely to bring unfortunate conse¬ 
quences. Some employers, it is true, feel that they should keep the record 
straight for their employees, that they should advise their employees to 
vote in representation elections so that decisions will not be made by 
default, and that they should correct grievances which are called to their 
attention by the union organizing campaign. If done properly and accom¬ 
panied by no acts of coercion toward the union, such acts are not consid¬ 
ered unfair labor practices under federal labor law. 

Wise industrial relations men, however, think beyond the narrow' con¬ 
fines of legality. It is possible that the employees will choose the union to 
represent them—if not at this time, then at a later date. Every act that can 
be construed as anti-union or in opposition to the choice of a union by 
employees should be avoided. If the union engages in outrageously pro¬ 
vocative acts, issues obviously false statements, and otherwise is lacking 
in fairness, the employees are likely to recognize that situation and vote 
accordingly. They usually do not need to be told by the employer that 
these things are being done, and they will resent being so told. 

If grievances exist and the union calls attention to them, the employer 
gets no credit by correcting them during the organizing campaign. After 
all, the union reasons, why should he? It was the union that called them 
to his attention, and it was his failure to correct them previously that gave 
the union a strong entering wedge. 

Negotiating the Agreement 

When the election is over, the whole nature of the union-employer 
relationship undergoes a change. If the emotional attitude of the union 
leaders and that of the industrial relations director do not also mature 
with the new relationship, harmony is difficult to achieve. The union has 
the job of making good on as many promises to the employees as it 
can and of establishing itself firmly not only with those employees who 
voted against it but also with those who have been lukewarm, and it is 
troubled by a multitude of fears and doubts concerning the attitude of 
management. 

Management has the opportunity to start bargaining relations off on 
the right foot by dealing with the union honestly and fairly and by for¬ 
getting any unpleasantness that developed during the organizing cam- 
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paign. At the same time, union leaders can help to ease the situation by 
sending in a new man to aid in negotiations, a man who cannot be charged 
with the responsibility for any unpleasantness that developed prior to 
negotiations. 

It is often wise to set up grievance machinery before negotiating the 
rest of the contract. This is a legitimate way to let off some of the steam 
which the organizing campaign bottled up. By giving prompt, efficient, 
and fair attention to grievances, management can prove its good faith, 
allay union fears, and win better terms for itself at the bargaining table. 
Moreover, smoothly working grievance machinery permits more thought¬ 
ful and deliberate negotiations and removes from them problems of indi¬ 
vidual employees, which are not properly the subject of a collective 
agreement but rather should be handled as grievances. 

No matter how smart the union may be or how fair the employer (an 
employer’s being fair does not mean inept bargaining on his part), there 
will always be some employees in the plant who will be dissatisfied with 
the results. Usually, they are groups to whom the union promised some¬ 
thing that was not obtained. They are the union’s problem as well as the 
employer’s. Moreover, difficulties in the home may cause some employees 
to discover “grievances” which are merely figments of their imagination, 
for their private lives may have upset them emotionally. 

These problems require sincere, sympathetic, and honest treatment 
by both management and union officials. Grievances should be settled, 
not won. It does no good to prove that a grievance did not really exist. 
Pent up grievances, however imaginary, are the sparks that flame into 
“quickie” strikes. A real attempt should be made to find the sources of 
the difficulties and to correct them even though they are totally unrelated 
to the grievances presented. 

Even under the best conditions, the new relationship between manage¬ 
ment and labor may be hindered by an occasional “wildcat” stoppage led 
by irresponsible elements who cannot be controlled by union officials. It 
must never be forgotten that union officials are elected and, to retain their 
positions, cannot be too tough on contract breachers until their relation¬ 
ship with management is firmly established. Sympathetic understanding, 
rather than an emotional reaction, is needed in crises of this kind. Patience 
and good faith bear fruit. Often it takes a long time to establish good 
management-union relationships, but they are worth waiting for. 

Foremen and Stewards 

Relationships within the plant are upset by the entrance of the union, 
and that is especially true of the relationship between the foremen and 
the men who work under them. Foremen become uncertain as to their 
status. They wonder whether top management is accepting the new rela- 
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tionship, and if so, what it will mean to them. Employees, and especially 
union stewards, are likely to be a little cocky. “Things have changed,” 
they might say. “We have the union behind us, and we will take fore¬ 
men's orders with plenty of salt.” 

Immediate attention should be given to these shop problems. A man¬ 
agement policy is just as good as the foreman who administers it. Fore¬ 
men must be reassured as to their status and educated for their new jobs. 
They must be paid decisive differentials over the men they supervise. No 
time should be lost in establishing a class in the foremen's ideas for 
counterproposals to those of the union, and in cooperating with the union 
in instructing shop stewards as to their duties and limitations. Nothing 
is more conducive to strife than lack of harmony between foremen and 
stewards. Time spent in setting the lowest level of bargaining on the right 
pattern is never wasted. 

Ideally, a foreman should have at least as much training as a teacher; 
a superintendent or general manager, as much as a physician. The shop 
should serve as the clinic where practice complements and tests uni¬ 
versity teaching, much as the hospital serves the educational program 
by which physicians are trained. 24 

Conclusion 

The job of handling industrial relations is a tough one. Its complexi¬ 
ties and difficulties continue from day to day and appear ever to increase. 
In the words of Professor Selekman: 

Indeed, few professions today find their typical daily problems 
shaped by so portentous a range of influences as does industrial manage¬ 
ment. Unsettlement and the leftward drift of our time of change are 
variously internalized by the people working under each shop adminis¬ 
trator as anxieties, sentiments, ideas, and sanctions. These in turn find 
expression in demands and drives that continuously disturb shop equi¬ 
librium and are implemented by union organizations which are generally 
powerful, and often young and crude. 

Difficult as is his task, the manager can hardly afford the luxury of 
retaliatory resentment. Instead, he must grant to the underlying motiva¬ 
tions of workers who are always crossing him the validity that inheres 
in the aspiration to “get on.” Administration then becomes something 
more than separate handling of disjointed problems—of objective action 
to meet technologic difficulties and moralistic reaction to human ones. 
Administration becomes truly the management of a continuing flow of 
interrelated factors, mutually interactive, with technology impinging on 
behavior and with behavior impinging on technology. 26 


24 B. M. Selekman, “Wanted: Mature Managers,” Harvard Business Review 
24:244 (1946). ' 

26 B. M. Selekman, “Wanted: Mature Managers,” Harvard Business Review 
24:244 (1946). 
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Industrial Jurisprudence 


Collective Bargaining . . . has two principal aspects. In the first 
place, it is a method of price-making—making the price of labor. In the 
second place, it is a method of introducing civil rights into industry, 
that is, of requiring that management be conducted by rule rather than 
by arbitrary decision. In this latter aspect, collective bargaining becomes 
a method of building up a system of “industrial jurisprudence.” Through 
the institution of the state, men devise schemes of positive law, construct 
administrative procedures for carrying them out, and complement both 
statute law and administrative rule with judicial review. Similarly, 
laboring men through unions, formulate policies to which they give 
expression in the form of shop rules and practices which are embodied in 
agreements with employers or are accorded less formal recognition and 
assent by management, shop committees, grievance procedures, and 
other means are evolved for applying these rules and policies, and rights 
and duties are claimed and recognized. When labor and management 
deal with labor relations analytically and systematically after such a 
fashion, it is proper to refer to the system as “industrial jurisprudence /’ 1 

This chapter deals primarily with the industrial jurisprudence aspects 
of collective bargaining, leaving the price or wage aspects to the following 
chapter. These divisions of collective bargaining are of course closely 
entwined. We shall note their relationships in both this and the following 
chapter. 

On occasions, labor and management do not settle their differences 
by peaceful means. The result is the strike, boycott, lockout, or other 
technique of “industrial warfare.” The final section of this chapter dis¬ 
cusses this phase of union-management relations. 

The Modern Worker and Protective Rules 

The rise of a system of industrial jurisprudence is traceable to a num¬ 
ber of factors. Basically, however, it is the result of American workers’ 
demands that industrial relations be conducted according to rules which 
labor has had a voice in formulating. Industrial relations by fiat of the 
boss is anathema to workers who have been raised on stories of American 
democratic principles. 


1 S. H. Slichter, Union Policies and Industrial Management (Washington, Brookings 
Institution, 1941), p. 1. This chapter is based primarily on Professor Slichter’s excellent 
analysis. 
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The type of rules developed in a particular industry or shop reflects 
the problems encountered there. The industrial pattern, including the 
extent of product competition, the character of the labor market, the 
degree of union and non-union competition, the rate of technological 
change and a host of other socio-economic factors determine particular 
union policies. What one organization finds suitable in a particular situa¬ 
tion, another will reject as unworkable in a different locale. Union policies 
are a function of their environment. Hence, we may expect to find a wide 
variety of policies pursued by the various unions. Popular statements that 
“All unions desire the closed shop” or “All unions favor seniority” or 
“All unions oppose incentive systems” have no bases in fact. 

Union Security 

A primary aim of most unions is “union security,” and this usually 
involves some form of compulsory union membership. Whether a union 
will demand a “closed shop” (under which employees must join the union 
as a prerequisite to employment) or a “union shop” (under which the 
employer may hire anyone he chooses, but after a probationary period of 
30 to 90 days, all employees must join the union as a condition of employ¬ 
ment) will vary with the type of employment and labor market. In gen¬ 
eral, the closed shop is found among skilled and strategically located 
trades and in industries in which employment is casual and intermittent. 
The closed shop differs from the union shop primarily in that, unlike the 
latter, it is not only a means of “union security,” but also a method of 
controlling entrance to a trade or industry. 

Besides the closed or union shop, there are other forms of “union 
security.” They include the War Labor Board sponsored compromise, 
“maintenance of membership,” 2 various forms of “preferential shop” 
which provide for preference of one type or another on the job for union 
members, and the “check-off,” whereby the employer deducts union dues 
from workers’ pay checks and turns them over to the union treasury. 

In one industry, railroads, the closed and union shops and the check¬ 
off have been anti-union, not union devices. The Big Four operating rail¬ 
way unions (engineers, firemen, conductors, and trainmen) have found 
traditional union security devices unworkable. It is not practical to com¬ 
pel union membership where firemen and engineers, and conductors and 
trainmen are organized on a craft basis and where the same men hold 
concurrent seniority in two jobs. Typically, for example, a man is em¬ 
ployed as a fireman and after some years is promoted to engineer. In times 

2 It provides that after a waiting period in which anyone may resign from the 
union without penalty, all those who are members or voluntarily join must maintain 
their membership as a condition of employment. No one must join the union as a 
condition of employment. 
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of slack work he may be demoted to a firing job. This back and forth 
movement may take place several times during an individual's career. If 
compulsory union membership of any type existed, most train and engine 
service employees would have to be “doubleheaders,” i.e. retain member¬ 
ship in two unions, or else constantly be withdrawing from and rejoining 
unions throughout their careers. Moreover, compulsory unionism is made 
even more unworkable by the fact that the operating brotherhoods are 
large insurance companies as well as unions and, therefore, an individual 
employee not wishing to be a “doubleheader” would have to change his 
life insurance many times as well as his union membership if the closed 
shop were enforced. Since each change of life insurance would find the 
worker older, the cost to him would increase—an intolerable situation. 

For these reasons, the brotherhoods have never attempted to write 
any such provisions into their contracts with the carriers. In their stead 
they have utilized first, rigid seniority rules which guarantee the indi¬ 
vidual a specific place on the roster for promotions and demotions; and 
second, and perhaps much more important, their insurance programs, 
benefits of which a member loses if he drops from good standing in the 
union. Together, these measures have proved effective enough to retain 
the overwhelming majority of train and service employees as union 
members. 

The non-operating railway unions (shop, clerical, communication, 
track employees, etc.) would be able to utilize the traditional union secu¬ 
rity devices, but they found that such provisions would have to be out¬ 
lawed if they were to rid their jurisdictions of company unions. For after 
the shopmen lost their nation-wide strike of 1922, the railroads encour¬ 
aged the formation of company unions in non-operating crafts on approxi¬ 
mately two-thirds of the nation’s railway mileage. These company unions 
were entrenched by union shop and dues check-off provisions and by other 
employer aids. Consequently, when in 1934, the standard railway unions 
supported the amendments which were enacted to the Railway Labor 
Act of 1926, provisions were included which made illegal, as an employer 
unfair labor practice, all forms of closed or union shops, check-off, or 
other traditional union security provisions. 3 

The Basis of “ Union Security ” Demands 4 

In 1947, the United States Bureau of Labor Statistics estimated that 
approximately 85 per cent of the 15,000,000 workers covered by collec¬ 
tive agreements were included under closed shop, union shop, or main¬ 
tenance of membership agreements. Although the Taft-IIartley Act out- 

8 See First Annual Report of the National Mediation Board (1935), Appendix A. 

4 This section owes much to an unpublished essay by Walter J. Couper of Industrial 
Relations Counselors, Inc. 
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lawed the closed shop and required unions to win approval of a majority 
of workers in a bargaining unit in order to bargain for a union shop or 
maintenance of membership agreement, there was no appreciable decline 
in union security contract provisions by January 1949. 

Incorporation into labor-management contracts of requirements that 
employees must join or remain union members is a unique American in¬ 
stitution. 5 Labor union leaders from other countries have expressed both 
amazement and repugnance at compulsory union membership. 6 An under¬ 
standing of American labor history is required to comprehend the reasons 
for the existence of union security provisions. 

For the reasons discussed in Chapter 2, the growth of the American 
labor movement has been slow and employer opposition to union recog¬ 
nition, strong. The closed or union shop became a necessary weapon for 
union existence in most industries. Only if union security was achieved 
could the union count on effective protection from employer discrimina¬ 
tion against union members. In many cases, the closed and union shop 
provisions were necessary to induce workers to join the union, not so much 
because of their reluctance to join, but because of their fear of conse¬ 
quences in the form of employer retaliation if they joined voluntarily, j 

In England, unions found no need of union security. The English 
unions grew at a more rapid rate than those in the United States and en¬ 
countered much less employer opposition. Complete union membership 
was achieved not by union security provisions in contracts, but by direct 
action among employees. Men unwilling to join unions in England are 
usually compelled to do so either because union men will not work with 
them, or else because they find that failure to join unions means social 
ostracism or other types of effective pressure. Such methods proved in¬ 
effective in America in the face of employer opposition to unions and the 
lack of class consciousness on the part of employees. 

In Sweden, the union security issue was taken out of collective agree¬ 
ments by industrial relations statesmanship. The central employer and 
union federations agreed in 1906 that employers would recognize unions 
as bargaining agents for workers, and unions in turn would not demand 
the closed or union shop. 7 At the same time in the United States, the Na¬ 
tional Association of Manufacturers was waging a “holy” war on unions 
under the slogan that the “open” shop was the “American way.” Small 
wonder that in the United States, the refusal of employers to grant the 


6 New Zealand requires by law compulsory union membership under certain 
conditions. 

• See, for example, the speech of W. J. Brown, head of the Assistant Clerks* 
Association, of Britain, before the American Management Association, October 1941. 

7 Paul Norgren, The Swedish Collective Bargaining System (Cambridge, Harvard 
University Press, 1941). 
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closed or union shop has often been taken by unions as proof that the 
employer would like to destroy the union! 

Theoretically, the passage of the National Labor Relations (Wagner) 
Act in 1935 eliminated much of the need for union security. This act 
outlawed employer discrimination against workers because of union mem¬ 
bership and required employers to bargain with duly certified unions. 
Nevertheless, union security demands lost none of their intensity. This 
was true partly because union leaders and members believed, often with 
considerable evidence, that employers were opposed to unions and could 
circumvent the law; partly because emotionally they could not imagine 
successful unionism without the closed or union shop; and partly because 
of a new development—the rise of rival unionism on a scale heretofore 
unknown. The existence of a union security provision has acted to deter 
union raiding, and thus give unions “security” from another angle. 

If union demands for union security are to a large extent survivals 
of earlier situations when such contractual provisions were necessary, 
management’s response is likely to be equally anachronistic. 

In some situations where employees are almost completely organized 
and there is no real possibility of hiring non-union men or of under¬ 
mining the union and perhaps not even any desire to do so, corporate 
managements respond to a demand for a union shop with the emotional 
reaction that would have been naturally expected of a sole proprietor 
of a small business at the time when unions were generally regarded as 
criminal conspiracies. Their instantaneous reaction is resentment against 
outside interference with an individual’s right to manage his property 
as he chooses, forgetting that most present managers are no longer 
simply individuals, or owners, but hired representatives of a group and 
that concepts of property rights have been significantly modified in 
many ways during the last hundred years. This resentment may be 
rationalized into solicitude for the welfare of the wage earners, whether 
few or many, who genuinely and for their own good reasons do not wish 
to join the union. But the resentment rather than the solicitude underlies 
the opposition. There is fear also of what granting the demand might 
imply for the future; for example, that it might facilitate further im¬ 
proper encroachment cm managerial prerogatives or functions. 8 

Basically, arguments pro and con the closed or union shop are impos¬ 
sible of reconciliation. If one believes that under no condition should a 
person be compelled to join a union, one is opposed to union security. If 
one believes that persons should be compelled to support an organization 
which has won certain benefits, one supports union security. These are 
irreconcilable value judgments. 

Although nearly all unions advocate union security provisions, such 
provisions may in the long run be detrimental to the unions themselves. 


8 W. J. Couper, unpublished essay, pp. 8-9. 
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This is particularly true in cases where a union or closed shop exists and 
employment in the plant expands considerably so that new workers are 
enrolled in the union faster than they can be assimilated. The new em¬ 
ployees, not being aware of the improvements which the union may have 
brought in wages and working conditions, are likely to be antagonistic 
toward compulsory union membership and to regard the requirement 
that they pay union dues as an unfair deduction from their earnings. 
Conscripts do not make good union members. In times of strife or other 
difficulties, the union finds that its bargaining power has been reduced 
because of the fact that it cannot count upon its members who, without 
experience or indoctrination, were forced into the union. 

The most fundamental charge against union security provisions is 
that they encourage dictatorial union administration. These, however, 
are abuses which can be curbed. For example, by forbidding unions to 
cause the discharge of employees except for non-payment of dues, the 
Taft-Hartley Act mitigated one abuse. A more thorough program, as 
proposed by the American Civil Liberties Union, would subject expul¬ 
sions from unions to impartial arbitration and would outlaw unreasonable 
restrictions on union membership. The latter would curb the closed union 
which is frequently confused with the closed shop. 

The Taft-Hartley Act, as noted, outlawed the closed shop and re¬ 
quired a majority vote of affected workers prior to the negotiation of 
union shop or maintenance of membership agreements. The former pro¬ 
vision was apparently aimed at limiting union control over entrance to 
the trade. The latter was prompted by the belief that the rank and file 
would oppose compulsory union membership. The votes, on the con¬ 
trary, have averaged eight to one in favor. As a result, former proponents 
of this section of the law urged its elimination as a “ waste of time and 
money.” The net effect has not only been to demonstrate rank and file 
approval of the union shop, but also to intensify the belief on the part of 
both union leaders and members that union security is an essential of 
union existence. 


Control of Entrance to the Trade 

Attempts to control entrance to the trade are limited largely to craft 
unions. Except for a few such as the United Mine Workers, who have 
been able to utilize license laws, industrial unions do not find it feasible 
to control entrance. Their members learn their tasks by experience. They 
permit the employer to recruit the work force, and exert their control in 
other ways. 

Craft unions, however, have found that control of entrance is an effec¬ 
tive method of increasing their bargaining power. Their efforts take two 
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principal forms: regulation of apprenticeship and support of licensing 
legislation. 

Regulation of Apprenticeship 

Nearly all unions which have journeymen or occupations for which 
apprenticeship is usual attempt to regulate the terms and conditions for 
the employment of apprenticeship. Since apprenticeship is only one of 
the many ways in which vocational aptitude may be gained, in most oc¬ 
cupations training is acquired by other means. As a result only about 
one-fourth of American unions actually participate in apprenticeship 
regulation. 

The most common method of regulating apprenticeship is to control 
the proportion of apprentices to journeymen. If unions did not regulate 
this ratio, employers would be in a position to hire nearly all apprentices 
and thus to drive the journeymen out of their jobs. 

Agreements in such industries as the printing and building trades, 
where craft unionism is common, normally contain provisions for the em¬ 
ployment of one apprentice to every four to eight journeymen. In addi¬ 
tion many unions negotiate agreements which place an absolute limit on 
the number of apprentices which can be hired. 

In addition to controlling the number of apprentices by a direct limi¬ 
tation, unions can also control apprentice training by controlling the 
wages of apprentices. The higher wages of apprentices are set, the more 
costly it is for the employer to use apprentices. Thus a liberal ratio of 
apprentices to journeymen may be nullified by an unreasonable rate for 
the use of apprentices. 

Few unions require the serving of an apprenticeship as a condition of 
membership. Perhaps more would, if they completely controlled entrance 
to their trade. The fact of the matter is, however, that so many Americans 
either pick up a trade without formal training or have secured their train¬ 
ing in foreign lands from which they emigrated that it would not be prac¬ 
tical for unions to make apprentice training an absolute prerequisite. 

The reasonableness of union apprentice regulation varies from indus¬ 
try to industry and it is difficult to determine in many cases. Certainly, 
there has been considerable evidence in certain trades, including building 
and printing, that union apprentice regulations have been utilized to pre¬ 
vent newcomers from winning a place in the industry, and in other cases 
such limitations have actually created artificial shortages of labor. For 
example, in the New York mirror industry, union restrictions prevented 
the employment of apprentices for over fifteen years so that by 1946 an 
intense shortage of labor developed. 

One must make several qualifications, however, to any blanket con- 
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damnation on union restriction of apprentices. In the first place, some 
restriction is essential to prevent employers from keeping apprentices at 
work and laying off journeymen. In the second place a number of studies 
have shown that non-union employers do not hire as many apprentices 
as union employers; and that in addition many union employers do not 
hire as many apprentices as the union rules permit even in cases where 
the wage rates for apprentices are not excessive. 9 These findings should 
not be surprising. The employment of apprentices can be costly to em¬ 
ployers, particularly during the first two years of the average four-year 
apprenticeship. An apprentice is likely to cost more than he is worth in 
terms of production. Moreover the employer has no guarantee that the 
worker will remain either for the full apprenticeship course or that if he 
completes the course, he will remain as an employee with the employer 
who trained him. Consequently, many employers do not hire apprentices 
even when there are no union bars to their employment. 

Unions perform some definite services in regard to apprentice train¬ 
ing. For one thing the existence of a strong union prevents an employer 
from keeping an apprentice on a particular task which he has mastered 
instead of giving him a well-rounded mechanical education. The tempta¬ 
tion for employers to confine apprentices to a small section of the mechan¬ 
ic's job is very great, for in such cases they are receiving work of mechan¬ 
ic's quality for apprenticeship wages. In addition apprentices w r ho jump 
their training usually find the existence of a union a bar to attempts to 
pass themselves off as journeymen. This protects the public and employer 
against poorly trained mechanics. 

On the other hand, unions have tended to maintain or even to extend 
the terms of apprenticeship when they have become obsolete. Thus it is 
highly doubtful whether today four or five years is a necessary term for 
learning many of the building crafts which require apprenticeships of that 
duration. It would appear probable that these terms could be shortened, 
but unions fear to do that because their rules and restrictions are based on 
the number who can be expected to become journeymen after four- and 
five-year apprenticeships. Any reduction in the terms would probably be 
accompanied by a reduction in the percentage of apprentices permitted 
in union agreements. 

Finally apprentice training as a whole is not likely to be a very effi¬ 
cient method of providing qualified labor w r hen it is needed. Typically, 
during periods of depression, no apprentices are trained so that in follow¬ 
ing periods of prosperity, there is a great shortage of skilled labor. Then 
in the prosperity period the number of apprentices being trained increases 


9 8. H. Slichter, Union Policies and Industrial Management (Washington, Brookings 
Institution, 1941), pp. 15-34. 
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tremendously. By the time some of these apprentices become qualified 
journeymen, business conditions and their opportunities for employment 
have worsened. If apprenticeship training is to be continued, it may have 
to be done at public expense in order to insure a continuous supply of 
skilled craftsmen. 


Licensing Legislation 

A number of unions have sought to limit entrance to the trade by 
means of licensing legislation. Most prominent among them have been the 
plumbers, electricians, barbers, miners, stationary engineers and firemen, 
and motion picture operators. These unions have sponsored state laws 
and municipal ordinances which require workers in the trade to pass tests 
as a condition of employment therein. Generally, these laws give unions 
and employer associations prominent places in their administration. Os¬ 
tensibly, they are enacted in the interest of the safety of the consumer. 
Actually, their real purpose from a union point of view is to limit entrance 
into the trade and to increase union bargaining power by making it more 
difficult for employers to employ strikebreakers. 

No careful study of licensing legislation has ever been made. Such 
evidence as is available, however, indicates quite clearly that licensing 
laws are frequently abused and that their value to the consumer varies 
considerably. For example, such laws may be used as a vehicle for race 
discrimination and thus prevent qualified Negroes from practicing a 
trade. It is also quite apparent that the ease or difficulty of the exami¬ 
nations given by licensing boards varies with the business cycle and that 
in times of depression, it is exceedingly difficult to pass such examinations. 

The problem of licensing legislation extends beyond the limitations 
of unions. The medical, legal, dental, and the other professions which 
advocate licensing legislation have encountered the same problems. Any 
study of the value of licensing legislation to the community should include 
the activities of the American Medical Association as well as those of the 
United Association of Plumbers and Steamfitters of the United States and 
Canada. 

Although the purpose of licensing legislation is to limit the number of 
workers in the trade, it may well be that it has the opposite effect. By 
making it almost impossible to import strikebreakers, licensing laws en¬ 
able unions to raise wages. This is likely to attract workers to the trade 
since the average person thinks in terms of hourly rates rather than annual 
earnings. Hence, the net effect of licensing laws may be to increase rather 
than decrease the number of workers in a craft. The effectiveness of the 
licensing laws and their administration from the union point of view will 
then be determined by the extent to which the legislation prevents the 
pool of labor attracted by the high rates from entering the trade. 
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Control of Hiring 

In an unorganized labor market, the employer controls both hiring 
and layoffs. When a union enters the picture, it must secure some voice 
in at least one of these vital matters. Otherwise, the union can be of little 
service to members who fear discrimination because of union member¬ 
ship, or who want hirings and/or layoffs conducted by rules rather than by 
employer fiat. 

Methods of Controlling Hiring 

The most usual method of controlling hiring is by means of the closed 
shop, requiring employers to hire only members of the union, or if none 
of the latter are available, persons willing to join the union. Some agree¬ 
ments go further by requiring the employer to hire only through the union 
office or through a hiring hall which may be controlled by the union, by 
the union and the employer in cooperation, or by a third body, e.g., a 
government bureau. 

In addition to the closed shop, union control over hiring may be 
achieved by agreements providing for preference for union men in hiring. 
The net effect is likely to be no different from the closed shop, because all 
workers join the union to secure preference. 

Control over layoffs often involves indirect control over hiring, espe¬ 
cially if, as on the railroads, employment is declining on a secular basis. 
In the railroad industry, the unions have concentrated on controlling lay¬ 
offs by the seniority principle. 10 The seniority agreements, however, pro¬ 
vide for preference for furloughed men in rehiring in the order of the 
furloughed men's seniority, i.e., length of service with the company. If 
there is a large pool of furloughed men, the employer's freedom to hire is 
restricted almost as severely under this type of seniority agreement as 
under the closed shop. 

Besides these general controls, a few unions have restricted the right 
of employers to require physical examinations; or have secured agree¬ 
ments providing for the employment of a limited number of older workers 
or of local workers. Except possibly for the last, these restrictions are of 
little importance since they arise out of particular situations. For exam¬ 
ple, physical examinations were once widely used by employers to rid 
themselves of active union members, but this practice is no longer com¬ 
mon. Requirements that employers hire a certain percentage of older 
workers are far less important than seniority provisions in safeguarding 
jobs for the older worker in industry. And restrictions on hiring non-local 
employees are found mainly in the amusement and building trades where 
they are utilized to improve job prospects of local workers against travel- 

10 See below, pp. 154-160 for a discussion of seniority. 
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ing amusement companies or non-local building contractors who are 
likely to hire their labor at their home location. Restrictions on the use 
of non-local labor assume more importance in depressed times as local 
unions, often contrary to national union policy, attempt to “look out” 
for the local members. 

As in the case of control over entrance to the trade, control over hiring 
is practiced mainly by the craft unions. The main exceptions involve, first, 
such control over hiring as results from control over layoffs (for example, 
seniority provisions); and second, control over hiring by industrial unions 
in industries where employment is casual and intermittent or seasonal, as 
in the maritime or needle trades. Most other unions do not operate in 
labor markets which permit them to exert control over hiring. Hence, 
except indirectly through seniority provisions, most industrial unions con¬ 
centrate on control of layoffs and do not attempt to restrict employer 
control of hiring. 

Effects of Restrictions on Hiring 

The effects of restrictions on hiring vary considerably. Obviously, as 
our study of union admission policies in Chapter 4 showed, the closed 
shop can be a very restrictive vehicle if combined with discriminatory 
admission policies, high initiation fees, or the refusal to admit new work¬ 
ers to the union. On the other hand, the closed shop need not be, and often 
has not been, accompanied by these abuses. Moreover, even with restric¬ 
tive admission policies, a union may not unduly curtail the supply of 
labor to the firm or industry. Because union rates are most always higher 
than non-union ones, a larger pool of labor is often attracted than can 
find employment in the union organized shops. “This explains the para¬ 
dox of a large number of local unions practicing restrictive membership 
policies without depriving employers of an adequate labor supply.” 11 

Hiring Halls 

It is quite common in many industries where the average employer is 
small and the unions are organized on a craft basis for the employer to 
hire through the union office. Sometimes this custom arose more as a con¬ 
venience to employers who wanted a central hiring office than as a means 
of union control. Generally, however, it is a result of union demands pro¬ 
voked by special market conditions. In trades or industries where em¬ 
ployment is intermittent or casual, for example, building or maritime, 
hiring through the unions is the only method by which the union can 
secure equal division of w^ork for its membership and end systems whereby 
a small portion of the membership secures the bulk of the available work. 

11 S. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), p. 67. 
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Although unions may demand that employers hire through them in 
order to avoid abuses, the net effects may be the substitution of new 
abuses for old. For example, in the building trades the business agent has 
frequently substituted his favoritism for that of the contracting foreman. 
The opportunities to use job dispensations as a means of building up one’s 
personal political machine within the union are immense, and the tempta¬ 
tion is frequently succumbed to. In order to protect themselves against 
such methods, the rank and file of many unions may require officials to 
rotate jobs on a first come, first served basis. This, however, can place 
a heavy burden on both employers and on the most efficient men. It 
severely restricts the right of employers to choose men whom they deem 
competent. And since, especially in the building trades where the unions 
do not control layoffs, the least efficient are the first fired and thus the 
first in line for new jobs, the efficient men are at a disadvantage once they 
are laid off. 

In the garment trades, where employment is highly seasonal, unions 
control hiring, but permit employers latitude in rejecting employees. Thus 
a typical agreement provides that employees of a given craft may be sent 
in rotation, but the employer has the right to discharge without union 
complaint during a two-week probationary period. Contracts in other 
industries vary, some giving the employer the right to reject at least two 
persons sent by the union office for a job, but upon rejecting a third, the 
union may challenge the employer to prove incompetency through the 
grievance machinery. 

Formal hiring halls have been established most commonly in the mari¬ 
time industry. Because employment in this industry is casual, there is 
usually a larger labor force attached to it than there are jobs at a given 
time. This has encouraged a host of anti-social hiring practices and 
racketeering at the expense of the workers, such as selling jobs, forcing 
employees to borrow money at exorbitant rates or to patronize retail 
establishments in which employers have an interest, etc. Longshoremen 
in New York City are still employed without a central hiring establish¬ 
ment despite the fact that a series of studies since 1915 have urged that 
the present system be abolished and despite what appears to be public 
knowledge that the New York City waterfront “ because of a reign of 
terror by racketeers, has developed into ‘a Western outlaw frontier.’ 7712 

12 From a statement by the assistant district attorney of New York County, 
in charge of rackets, Murray Gurfein, New York Times (January 17, 1942). It appears 
that at least one murder occurs every six months over which gang shall control these 
waterfront rackets but no protest is ever heard about them from the International 
Longshoremen’s Association (AFL) or its president-for-life, Joseph Ryan, an ardent 
opponent of all centralized hiring plans. ILA officials are often involved in these gang 
wars. Among the many studies of the New York longshoremen are C. Barnes, The 
Longshoremen (New York, Survey Associates, 1915); and U. S. Maritime Labor 
Board, Report to the President and to Congress (1941). 
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As a result of these practices, hiring halls have been established by 
the International Longshoremen's and Warehousemen's Union (CIO) on 
the west coast and nearly all the non-officer seamen's unions. Although 
theoretically a number of these hiring halls are jointly run by labor and 
management, union control appears to be dominant. For example, the 
requirement that the dispatchers who send out the longshore crews on 
the west coast be members of the International Longshoremen's and 
Warehousemen's Union won almost complete control of the hiring halls 
for the union in the 1934-1948 period. 

The hiring halls for seamen are frequently under full union control. 
“The National Maritime Union (CIO) has fought hard for union-con¬ 
trolled hiring halls partly in order to equalize employment opportunities 
but partly to make the men more dependent on the union and to prevent 
companies from developing more or less permanent crews which are loyal 
to the company." 13 In recent years, however, employers in the maritime 
industry have apparently been satisfied with the NMU's hiring halls be¬ 
cause they have expressed apprehension over the possible effects of the 
Taft-Hartley Act on their continued existence. 14 

The Seafarers International Union (AFL), like its CIO rival, operates 
a hiring hall system. An important complaint against this organization 
has been its adamant refusal, even in wartime, to dispatch Negroes for 
maritime jobs, except as stewards, no matter what the need or the indi¬ 
vidual Negro's qualification. 16 

Experience with hiring halls in the west coast longshore industry has 
been featured by employer charges that the union dispatchers have re¬ 
fused to supply employers with new workers if men were discharged 
because of incompetency and have favored adherents of the Communist 
party with jobs. The demand of employers for an impartial dispatcher 
was a factor in the long strike of 1948 there. 

Closed Unions and Hiring Halls 

In the maritime industry hiring hall schemes must assume some re¬ 
strictions of entry to be workable. One of the causes of favoritism and 
racketeering in hiring on the waterfront is the fact that, especially in 
depressed times, unemployed workers drift there, often attracted by 
the high hourly rates. If the “drifters" are granted free entry into the 
organization, the hiring hall becomes a vehicle for sharing poverty rather 
than sharing work. The unions must therefore either refuse admission 


u S. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), pp. 84-85. 

14 New York Times (August 19-23, 1948). 

16 Malcolm Ross, All Manner of Men (New York, Reynal and Hitchcock, 1948), 
pp. 103-117. 
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to newcomers, or enforce some sort of seniority regulations which modify 
rotation schemes and give preference to the workers who have been long¬ 
est attached to the industry. The former policy is more often pursued 
because the admission to membership of workers for whom there are no 
jobs provides a hard core of opposition to incumbent union officers. More¬ 
over, the “unemployed brothers” are likely to congregate in the union 
hall and to be able to attend all meetings. They thus are in an excellent 
position to embarrass the union officials. 

Control of Layoffs 

Widespread union interest in control of layoffs is a direct result of the 
violent fluctuations of the business cycle in America. The depression 
which began in 1929 stimulated a tremendous interest in seniority and 
division of work provisions. Indeed, thousands of workers joined unions 
during the 1930’s because they believed that layoffs during the depression 
had been unfairly conducted and they wished to prevent recurrence of 
such experiences. 

The interest of unions in layoff policies stems then, on the one hand, 
from the worker’s desire to know where he stands—that is, to know what 
chance he has of retaining his job in case the business of the firm materi¬ 
ally declines—and on the other hand, from the desire of unions which 
cannot control hiring to prevent employer discrimination against union 
men in layoffs. 

Not all unions attempt to control layoffs. In industries such as build¬ 
ing and maritime, union control of layoffs is not feasible. Thus provisions 
to give preference according to seniority or to divide the available work 
among existing employees have no meaning on a construction job which 
is completed in a given period or in a maritime position which is over when 
the ship returns to port or when the ship cargo is loaded. These unions, as 
noted in the previous section, concentrate their control on hiring. The 
labor market in which they find themselves precludes layoff control. 

Methods of Controlling Layoffs 

The two basic methods of union layoff control are seniority and equal 
division of work. Seniority agreements generally provide that the first 
employee hired in a plant or subdivision thereof shall receive preference 
in layoffs and rehiring. In some cases as on the railroads, seniority agree¬ 
ments are quite rigid, the only requirement being ability to perform the 
job. In other cases seniority provisions are much weaker, giving the 
employer the opportunity to select a more competent person over one 
with greater seniority. A few agreements provide for the employer to 
retain a small percentage of personnel in slack times regardless of seniority 
so that the plant will be manned by a key basic work force. Other agree- 
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ments place the union shop steward or committeeman at the head of the 
seniority roster. 

The mere reading of a union-management collective agreement does 
not tell one how rigid the seniority provision actually is in practice. Even 
though an agreement may provide for ability to have equal consideration 
with seniority, the practice may be to layoff and rehire solely on the basis 
of seniority. Likewise, agreements calling for strict seniority are sometimes 
interpreted to permit dilution of that principle. 

Seniority is most common in the railroad, automobile, iron, steel, 
rubber, electrical products, and other mass production industries. In the 
mass production industries the extent of the seniority district or unit 
varies considerably. Sometimes it is by plant, sometimes by plant divi¬ 
sion, by department, by occupation or by some combination thereof. In 
general, management prefers the smallest possible seniority districts with 
no provisions for workers to hold seniority in more than one district. Under 
such regulations layoffs and rehiring do not involve much dislocation in 
the plant and hence do not interfere materially with the efficient organiza¬ 
tion of personnel. 

Union and employee preference as to the size of seniority districts 
varies considerably. In general in times of unemployment, skilled workers 
prefer wide seniority districts and unskilled workers narrow ones. This is 
because skilled workers can replace unskilled ones but not vice versa. 
Hence, the wider the seniority district in times of layoffs the greater the 
chance for the skilled worker to find a spot by exercising his seniority, and 
the greater the chance that the unskilled worker will be pushed out of a 
job. In times of prosperity the opposite is likely to be true because ex¬ 
panding employment gives unskilled workers the opportunity to advance 
in the occupational hierarchy and this they like to do without sacrificing 
their seniority in their former jobs. On the other hand skilled workers 
see in expanding employment more competition for jobs when times be¬ 
come depressed. Hence, they favor narrow seniority districts during 
prosperous periods. 

The attitude of union officials varies, but the writers have observed 
an increasing tendency of union leaders to shift their preference from large 
districts to narrow districts. Apparently, many union leaders have come 
to the belief that the narrower the seniority district, the less the internal 
union stress in times of depression. 

Division of Work 

In a number of industries, division of work is either substituted en¬ 
tirely for the seniority principle or combined with it. The garment trades 
provide the outstanding example of the complete use of division of work 
as union layoff policy and the almost complete absence of the seniority 
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principle. The reason for this fact is that the average worker in the gar¬ 
ment trades is employed not by one company but by several during a 
given year. The industry is highly seasonal so that a worker who has 25 
years* experience in the labor market may be the last one employed by a 
shop which is no longer able to operate at full capacity. The seniority 
principle would work a hardship on the more experienced worker because 
he happened to be the last hired during this particular season. Hence, 
most contracts in the garment trade provide for complete division of work 
among all employees in the shop regardless of length of service. The one 
exception is for probationary employees who are hired under closed shop 
agreements which permit the employer to place new workers on two to 
four weeks’ probabion during which the new employees may be dis¬ 
charged for any cause whatsoever. Usually the garment labor agreements 
provide for the laying off of probationary employees before the division 
of work commences. 

Many unions and employers have found that a combination of division 
of work and seniority is an equitable compromise. A typical agreement in 
industry today may provide for division of work within a department of a 
plant up to the point where the employees are working an average of 
32 hours per week. Thereafter, employees are laid off on the basis of 
seniority so that the average hours in the shop or department are main¬ 
tained at 32. This permits the maximum number of employees to work 
without converting division of work into a division of poverty. For if the 
average hours per week fall below 30, no employee will earn enough to 
support himself. 

Some Effects of Seniority 

The widespread use of seniority provisions in industrial relations has 
some salutary and some very dangerous effects. The most important 
argument in favor of seniority is that it affords the worker knowledge of 
his position vis-^-vis his fellow workers. Although seniority is frequently 
confused with security, it should not be since, if the plant in which the 
worker holds seniority ceases to operate, seniority is of no value whatso¬ 
ever. Moreover, for every worker which seniority retains on the payroll, 
another must be discharged. Seniority, however, is an impersonal cri¬ 
terion and rules out personal favoritism which workers fear so much. 
And it does have a sort of rough justice since it gives preference to those 
who have worked the longest and who presumably have the greatest 
equity in their jobs. These are the sources of its popularity. 

On the other hand, it cannot be denied that seniority puts a premium 
on mediocrity. The person who is least willing and able to take advantage 
of opportunities in other plants or who has least ability and, therefore, 
does not receive such opportunities is the one who stands the greatest 
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chance of reaching the top of a seniority roster. For those who like to get 
ahead by standing still, seniority is a godsend. For those who yearn for 
the opportunity to advance on merit, seniority is a bane. 

Seniority reduces plant efficiency by giving key jobs to men past their 
prime, by disregarding ability, and by discouraging incentive. And it 
reduces labor mobility because men fear to give up seniority to take a 
new job. 16 

A seniority rule requiring that furloughed men be rehired in order of 
their seniority is likely to increase the labor reserve attached to an indus¬ 
try. Despite unemployment in the railway shops and higher wages in war 
production, railway shop employees refused to leave that industry be¬ 
cause they did not wish to lose their accumulated seniority. Special agree¬ 
ments which provided for retention of seniority by men who left peacetime 
jobs for war production got around this difficulty. In ordinary times, how¬ 
ever, the effect is to create an unemployed group in some areas even 
where preferable employment is available elsewhere. 17 

The “rough justice” of seniority may, moreover, be very crude. For 
example, during the depression, railroad employees of fifteen and twenty 
years’ experience were furloughed. Obviously, many of these were family 
men with as much equity in their jobs as those who were retained on the 
payroll, or even more. For the oldest employees in service are often grand¬ 
parents, the peak of whose family and financial obligations has passed, 
whereas the middle group are most likely to be in the life period of top 
responsibility. 

In a few instances, seniority and other union layoff policies may im¬ 
prove managerial efficiency. The fact that employers can no longer dis¬ 
charge workers at will forces them to improve selection and training facili¬ 
ties. Moreover, union controls prevent the degrading practice of buying 
favors from foremen and other such favoritism on the job. 

From the community point of view, seniority gives the not-quite-so- 
efficient worker an opportunity to improve instead of being cast out, often 
prematurely, as unemployable. And it saves the older worker from being 
unemployed despite many years of efficient service. 18 

On the other hand, seniority keeps on the job a number of workers 
who are superannuated, but who have not reached retirement age. Flexi¬ 
bility is needed in seniority and retirement rules so that the high cost of 

16 See D. H. Mater, “A Statistical Study of the Effect of Seniority Upon Employee 
Efficiency/' Journal of Business, 14:169-204 (1941); and “ Effects of Seniority Upon 
the Welfare of the Employee, the Employer and Society," Journal of Business , 
14:384-418 (1941). 

17 S. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), pp. 152-153. 

18 S. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), pp. 159-161. 
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keeping these workers on the payroll will not retard employment of more 
productive personnel. 

Seniority has many important effects on union policies. In the rail¬ 
road industry, the effect of union policies on employment is not clear. 
Even if, as many persons argue, union wage and make-work policies 19 
have the effect of reducing employment by raising costs, it is doubtful if 
union policies would change. For under the seniority rules, the railway 
unions know that any unemployment resulting from their policies will 
automatically fall on the junior men. Since the unions are run by the 
senior men, the policies reflect that control. This cleavage between the un¬ 
employed senior men and the unemployed juniors has been noted in 
several industries. 20 

Seniority causes many other internal union problems. For example, 
there is frequently dispute over what constitutes length of service. Occa¬ 
sionally, service is interrupted for one reason or another and a wide di¬ 
vergence of opinion is likely to arise both between employer and union 
and among employees as to whether breaks in seniority for one or another 
reason should be overlooked. On numerous occasions internal union dis¬ 
putes over seniority provisions and their interpretation have resulted in 
lengthy and costly litigation. 21 

Seniority provisions have profound effects on strikes. In the first place, 
the senior men are much less willing to strike than those who have less 
seniority and hence less to lose. “Quickie” strikes called without union 
approval were numerous in Detroit automobile plants during World War 
II, but declined precipitously after war production was cut back. The 
basic reason was that during the interim between full war and full peace 
production, the newer workers in the industry were laid off because of 
seniority provisions. The senior men who then made up the employed 
labor force, being much less “quick-on-the-trigger,” settled their griev¬ 
ances peacefully. 

Seniority makes strikes which do occur difficult to win for unions and 
even more difficult to settle if strikebreakers are employed. Once on strike, 
senior men are likely to be apprehensive and to be ready to return at the 
slightest hint that their jobs are being filled. At the same time, junior 
men are likely to be strongly tempted to scab in order to leap from the 
bottom to the top of the seniority roster. 

. The difficulties for striking unions resulting from seniority provisions 
are increased if employment is declining secularly, or if a pool of labor 


19 Make-work or “featherbedding” policies are discussed below, pp. 163-168. 

20 J. Shister, 4 'The Theory of Trade Union Wage Rigidity,” Quarterly Journal 
of Economics, 57:523-524 (1943). 

21 See D. H. Mater, "Seniority in the Courts,” Journal of Business 12:152-174 
(1939). 
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exists which has little opportunity for employment except as strikebreak¬ 
ers. The railroads are illustrative of the former situation. The nation-wide 
shopmen's strike of 1922 was defeated partially because supposedly strik¬ 
ing junior men on one carrier took employment on other carriers in order 
to obtain higher seniority ratings. 22 Strikes of railway unions against indi¬ 
vidual railroads since then have been saved from defeat by junior em¬ 
ployee strikebreaking only by pro-union federal intervention. 

We have already noted the divergencies of opinion on the extent of 
seniority districts. There have been many controversies over this matter, 
and no solution is entirely satisfactory to workers or management. 23 

Seniority rules tend to perpetuate racial discrimination in industry. 
Many Negroes entered industry for the first time during World War II 
and many won permanent positions. Because, however, Negroes were the 
last hired, they automatically were the first laid off when war production 
was cut back. 

On the other hand, seniority also has protected minority workers. The 
widespread discrimination against Negroes (regardless of seniority) which 
occurred after World War I, was not repeated after World War II be¬ 
cause of protective seniority regulations which kept Negroes on the job 
if their seniority permitted. 24 

The extent to which seniority should be diluted by ability is a con¬ 
stant source of friction in some plants. In general, it may be said that 
managements which have attempted to retain superior men in layoffs 
have a greater chance of escaping union challenge if they do so only when 
the superiority is obvious. If, however, attempts are made to disregard 
seniority when the differences in ability between junior and senior men 
are not obvious, the union will probably press for a straight, undiluted 
seniority clause. 

Seniority and Promotions 

Besides being used to govern layoffs and rehiring, seniority is also 
being increasingly used to determine promotions. This accentuates the 
evils of seniority, because it puts a premium on service as against skill. 
Seniority in promotions has been carried to an extreme in the railroad in¬ 
dustry. Undoubtedly, the lack of initiative which characterizes this indus¬ 
try is at least partly attributable to the fact that seniority prevails to a 


M H. Wolf, The Railroad Labor Board (Chicago, University of Chicago Press, 
1927). 

** S. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), p. 140. 

* 4 H. R. Northrup, Organized Labor and the Negro (New York, Harper and Brothers, 
1944), chap. 7-10; L. H. Bailer, “The Automobile Unions and Negro Labor,” Political 
Science Quarterly , 49:548-577 (1944). 
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considerable degree in the selection of personnel in railway management 
as well as for employee positions. 26 

Obviously, continued emphasis on selection of personnel by seniority 
diminishes initiative and reduces opportunities for younger men. More¬ 
over, within unions it increases the cleavage between the junior and the 
senior men. Industry and society need young men with new ideas and the 
courage to put them into effect. By overemphasizing seniority in industry, 
government, and in other walks of life, society retards the advancement 
of wealth and progress. 

Fortunately, in many industries seniority provisions relating to pro¬ 
motions are much more elastic than those relating to layoffs. In order to 
keep them so, management must improve its testing and training pro¬ 
cedures and it must not abuse the power to promote without regard to 
seniority. 

Despite the limitations of seniority in both layoffs and promotions, 
its widespread use is likely to continue. And the main reason for this fact 
is that men have not discovered sufficiently accurate objective testing 
methods or criteria for rating other men. When an employer states that, 
because Jones is the more able, he is laying off Smith instead of Jones even 
though Smith has the higher seniority, that may be only the employer’s 
opinion. Men who are equally fair-minded and capable may come to the 
opposite decision. Despite the ill effects of seniority, we have failed to 
develop an adequate substitute. 

Analysis of Equal Division of Work 

The main advantage of equal division of work is that it preserves 
union solidarity, for all members of the union are treated equally and 
cleavages, such as those which develop between senior and junior men 
under seniority provisions, are avoided. The main difficulty with equal 
division of work plans is (1) that they are likely to be utilized to a point 
where no one secures adequate compensation, and (2) they tend to be 
used to meet permanent declines in employment although they are essen¬ 
tially ill-suited for such use. 

Work sharing below 30 hours has the effect of reducing the incomes 
of the entire work force. It often puts everybody on a relief standard. In 
many instances it is preferable to set a limit below which work will not 
be divided, and to institute temporary layoffs at that point. The practical 
difficulty is deciding which members shall be laid off. Seniority is usually 
the criterion used, but in industries such as the garment trades, it would 

36 Perhaps the worst example of promotion by seniority is found in the United 
States Congress. Year after year, committee chairmanships go to persons who are 
obviously unqualified by any other standard except that year after year they managed 
to survive election contests. 
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not be workable. Despite the weaknesses of complete division of work 
which are well understood by many union leaders, it is often considered 
preferable to maintain the division at very low employment levels rather 
than to stir up intraunion strife by suggestions that a portion of the 
workers be laid off so that at least some of the work force can earn a 
living. 

The other problem of division of work occurs when the layoff is not a 
short term phenomenon resulting from a seasonal or cyclical decline in 
business, but is the result of a permanent drop in business and/or employ¬ 
ment resulting from secular factors or technological advancement. Here 
again the union is faced with a dilemma. If it enforces its work sharing 
program, it becomes an agency for encouraging workers to remain at¬ 
tached to the industry at low incomes—in other words, the union converts 
itself from an income-raising to an income-lowering instrument. This is 
precisely what happened in the New York City live poultry industry , 26 
the leather industry , 27 and what apparently will happen in bituminous 
coal mining if the substitution of competitive fuels for coal continues to 
be encouraged by nation-wide mine strikes and the wage-price raises 
which have followed . 28 

On the other hand, if the union adopts a program of reducing the labor 
force attached to the industry, a cleavage is likely to develop within the 
union over who is to be severed. Here the best possibility for settlement 
appears to be a program of dismissal compensation. 

Dismissal Compensation 

In addition to seniority and division of work, recent years have seen a 
tremendous increase in interest in dismissal compensation and in various 
types of guaranteed employment and guaranteed wage plans. Dismissal 
compensation is fundamentally a device to mitigate losses resulting from 
permanent dismissal rather than temporary layoffs. It is utilized in in¬ 
stances in which employees are severed from the payroll as a result of 
plant abandonment or movement to another area, or as a result of a 
permanent decrease in the working force. In cases of permanent severance 
of employees who are near, but have not achieved, the retirement age, 


26 S. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), pp. 137-138; U. S. Department of Agriculture, Miscellaneous 
JHiblication No. 283, Economic Survey of the Live Poultry Industry in New York City 
(1937), pp. 10, 108-111. 

27 Leo Brown, Union Policies in the Leather Industry (Cambridge, Harvard Uni¬ 
versity Press, 1946). 

28 S. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), pp. 138-139; W. E. Fisher, “Bituminous Goal,” in How 
Collective Bargaining Works (New York, The Twentieth Century Fund, 1942), 
pp. 275-279. 
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dismissal compensation may be used to make up earnings until the em¬ 
ployee reaches the age when he is eligible for pensions . 29 

Dismissal compensation plans have been negotiated by most of the 
railway unions to take care of employees who are severed as a result of 
the consolidation of facilities by two or more railroads. The American 
Newspaper Guild and the Oil Workers’ International Union have also 
negotiated elaborate dismissal compensation schedules in many of their 
agreements. 

In most instances, however, dismissal compensation plans are negoti¬ 
ated at the time that a large severance of employees occurs, since layoffs 
of the type which require compensation are not usual events. Often such 
agreements grant compensation on the basis of service with the com¬ 
pany.. Usually the payments are made over a period of time, although 
some agreements call for a lump sum settlement. 

Dismissal compensation is an admirable instrument to tide over 
severed employees until they can secure new positions, as well as to re¬ 
ward workers for faithful service when they have to be dismissed because 
of economic factors. Moreover, the use of dismissal compensation reduces 
the tendency on the part of companies to furlough workers for long periods 
during which their support becomes a community problem because they 
fear to look elsewhere for a job lest they lose their seniority. At the same 
time, dismissal compensation permits a company to employ some younger 
men at a later date if employment should turn upward. 

Guaranteed Employment and Annual Wages 

Guaranteed employment plans provide that over the course of a given 
period, usually a payroll year, the employer will guarantee a certain num¬ 
ber of weeks’ work for a given number of employees. Other plans are 
more limited: for example, requiring the employer to retain for a week 
or a month all employees hired at the beginning of the week or the month. 
In any case, the objective is the same: to secure the maximum amount of 
steady employment for the union members. Guaranteed employment 
plans have been tried in a number of plants and industries, including the 
Cleveland ladies’ garment industry, the Seaboard Air Line Railway, and 
the Delaware and Hudson Railroad . 30 

In recent years, interest in guaranteed employment has been exceeded 
by discussion of annual wage plans. The basic difference between the two 


*• For a thorough analysis of this subject, see Everett D. Hawkins, Dismissal 
Compensation (Princeton, Princeton University Press, 1938). 

ao S. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), pp, 126-129; American Management Association, Annual 
Wages and Employment Stabilization Techniques , Research Report No. 8 (New York, 
American Management Association, 1945). 
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is that annual wage, or other wage, guarantees involve guarantee of in¬ 
come, whereas guaranteed work does not. The most publicized annual 
wage plans have been those of the Procter and Gamble Soap company, 
the Hormel Packing company, and the Nunn-Bush Shoe concern. 

A general analysis of the problems of guaranteed wages from the 
industry point of view is contained in Chapter 5. The most important 
factor from the union point of view is that wage or employment guaran¬ 
tees tend to divide the union into two groups—those covered and those 
excluded. For no plan covers all employees in the bargaining unit. Usually, 
the guarantees are reserved for those who have been with the company a 
specified length of time, e.g., one year, or for a certain percentage of pay¬ 
roll. If the employees who are not covered by the guarantee believe that 
their chances for future inclusion are good, they are not likely to be too 
dissatisfied. Since, however, the chance of coverage for the excluded work¬ 
ers depends upon labor turnover, and since the existence of guarantees 
usually reduces labor turnover to the absolute minimum, the opportuni¬ 
ties for excluded workers to come under the plan are not likely to be great 
except possibly in periods of expanding employment. This fact is likely 
to make a sizable group within the union hostile to guaranteed plans and 
to the union officers who sponsor them or else it may compel union officials 
to attempt to secure employment guarantees which the employer cannot 
live up to in depressed times. For whatever guarantee is agreed upon in 
collective bargaining, it is of value only as long as the employer is finan¬ 
cially able to meet his obligations. 81 

Make-Work Policies 

The widespread insecurity of the worker in modern industry, which 
w r as tremendously accentuated by the experiences of the depression of the 
1930’s, has led employees to “make work” by adopting a variety of poli¬ 
cies. These make-work or “featherbedding” arrangements often exist 
among unorganized as well as organized employees, 32 but the entrance of 
a union can have the effect of formalizing and strengthening them. 88 

Restrictions on Output 

Restrictions on output, directly or indirectly, are the most common 
make-work practice. Formal restrictions are not very common in industry, 
although reference to them sometimes occurs in union literature or even 

81 S. H*. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), p. 129. 

82 S. B. Mathewson, Restriction of Output Among Unorganized Employees (New 
York, Viking Press, 1931); F. J. Roethlisburger and W. J. Dickson, Management and 
the Worker (Cambridge, Harvard University Press, 1939). 

88 As noted, this chapter is based primarily on S. H. Slichter, Union Policies and 
Industrial Management (Washington, Brookings Institution, 1941). 
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in collective bargaining contracts. In most cases, the restriction is based 
on a tacit understanding of labor. Restrictions, both formal and informal, 
are more usual when wage payment is by the piece than when it is by the 
hour or day. 34 The reason is that workers are afraid that a “ world-beater ” 
among them will earn so much that he will force the more average em¬ 
ployees either to quit or to work at an exhausting pace. The use of star 
performers as pacesetters has been common enough in industry to give 
credence to this fear. 

Restrictions on output and other forms of make-work policies are also 
the result of fear on the part of employees that they will work themselves 
out of a job. Most employees believe that there is a given amount of 
labor and that by stretching it out each employee will receive more. The 
economic fallacies of this belief have been explained on numerous occa¬ 
sions and will be discussed in Chapter 17. 36 In industries such as building 
construction however, the individual worker may stretch out his immedi¬ 
ate employment by slowing up on the job, even though the long-run 
effect of the slowdown may well be less work because of resultant high 
costs. 

Limits set on output are usually enforced by social pressure rather 
than by union rule. True, sometimes men have been fined for getting out 
too much work. More often, whether the plant is unionized or not, the 
speed of work deemed appropriate by the majority is enforced by their 
refusing to engage in social relationships with other workers who “ speed 
up.” The latter, finding themselves outcasts from the groups to which 
they belong, are likely to conform to the “social output” very quickly. 

It should be noted that limits on output which are agreed to under 
piecework systems are often very reasonable when initiated, but fre¬ 
quently become obsolete as machinery improves and worker efficiency 
rises. They are reasonable at their inception because the workers like the 
high earnings which often result from piecework. If, however, they become 
too obsolete so that earnings of a large group are affected adversely, a re¬ 
volt of the rank and file may force them upward. Otherwise, if a union is in 
the picture, the result may be either loss of membership in the union, or 
inability to organize non-union shops because the lack of restrictions in 
the latter establishments can permit non-union employee earnings to 
rise above union earnings. Since the national union leadership is likely 
to be more interested in organizing non-union shops than is local union 
leadership, severe restrictions on output favored by locals are often 
vigorously opposed by national unions. 

Restrictions on output may be effected by indirect methods. Thus 


u Methods of wage payment are discussed in the following chapter. 
« See pp. 428-429. 
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instead of setting a quota, the same results may be achieved by retarding 
speed of performance. The International Longshoremen’s and Warehouse¬ 
men’s Union (CIO) regulates the size of the sling load which is used to 
load ships; the Painters’ union has forbidden its members to use paint 
brushes larger than a specific width; and the Carpenters’ union rarely 
sanctions the use of portable electric saws and drills which one of the 
writers has found by personal experience to be not only considerably 
faster than hand tools, but far more accurate as well. 

Restrictions on output may also be achieved by excessive safety or 
quality controls. When the New York bus drivers want to slow down, they 
observe all safety regulations. The result is to put buses an average of 
30 minutes behind schedule on moderately long runs. The various build¬ 
ing trade unions have adopted a variety of rules on quality and safety 
performance which often go beyond the requirements of appropriate au¬ 
thorities or of fire insurance underwriters. The object is quite apparently 
make-work, but in addition these regulations serve as a fertile source of 
graft for unscrupulous business agents of building trade unions. Many 
instances have occurred in which the business agent will demand that the 
employer pay a fine or bribe so that construction work will not be inter¬ 
rupted by a strike called because of a “rule” infraction. 36 

Unnecessary Work and Unnecessary Men 

Some of the most obvious featherbedding results from union require¬ 
ments that unnecessary work be done, that work be done by time-consum¬ 
ing methods, or that unnecessary men be hired. The building, amusement, 
and railroad industries are characterized by a good deal of such union 
policies. For example, it is standard practice for the plumbers’ union to 
require that pipes be threaded on the job even though it is far more 
economical to do threading in the shop. A colleague of one of the writers 
who was building a home noticed some threaded ends of pipe lying on the 
ground. The plumbers had found their pipe threaded when it arrived for 
installation. Following customary practice, they cut off the threads and 
rethreaded it on the job—at $3.00 per hour. Similar policies are frequently 
followed by the plasterers, electricians, and carpenters in the building 
trades and by the stagehands in the amusement industry. And the Inter¬ 
national Typographical Union “requires that when plates or paper mache 
matrices are exchanged, as they frequently are, the matter be reset, read 
and corrected within a stipulated period, and that proof be submitted to 
the union chairman in the office.” 87 

80 See R. E. Montgomery, “Graft in the Building Trades,” in Industrial Relations 
in the Chicago Building Trades (Chicago, University of Chicago Press, 1927), chap. 11. 

87 S. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), p. 181. 
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The employment of unneeded personnel is most closely associated with 
the activities of James Caesar Petrillo, president of the American Federa¬ 
tion of Musicians. The contracts of this organization have required the 
employment of musicians in radio stations, theaters, and elsewhere when 
no artistic commercial need existed. The New York building trades cre¬ 
ated an international scandal in 1939 when they forced foreign countries, 
who had brought their own labor to erect their exhibitions at the New 
York World’s Fair, to pay New York mechanics to stand by—even to the 
extent of requiring double time to the idle, unnecessary American workers 
who stood by when foreign craftsmen worked overtime. By refusing to 
permit workers to do jobs outside their narrowly defined duties, both 
railway and building unions require the employment of unnecessary per¬ 
sonnel. And the Brotherhood of Locomotive Firemen and Enginemen has 
attempted with considerable success to force the employment of an extra 
man on Diesel engines. 

Make-Work Legislation 

A number of laws have been passed at the prodding of special interest 
groups which are ostensibly in the interests of the consumer, but actually 
go considerably beyond that. In this category are a number of building 
codes and railway “safety” legislation. The former frequently discrimi¬ 
nate against prefabricated materials even where such methods are equal 
to, or in many cases superior to, on-the-job construction. In addition, 
particularly in plumbing and electrical work, building codes stipulate that 
certain jobs be done by licensed mechanics and include therein work which 
is obviously unskilled and can be performed with no danger by the aver¬ 
age home owner. These codes carry on the policy of many building unions 
of attempting to secure as much work as possible for their crafts, even 
though much of it is easily performed by unskilled or semiskilled labor. 

The railroad unions have expended much effort to secure “full crew” 
and train length limit legislation. The former requires a minimum crew 
on all trains, ostensibly in the interests of safety, but quite clearly often 
results in the employment of unneeded personnel. The latter limits the 
number of cars which can be attached to a single train. In a series of court 
tests, a number of train length laws have been declared unconstitutional. 

Comments on Make-Work 

Make-work rules are a wasteful method of dealing with the problems 
of unemployment and insecurity since they add to the cost of production, 
and as a result, probably often curtail total employment. In many cases, 
make-work provisions so raise costs that wages are lower than they might 
otherwise be. And excessive use of make-work rules may seriously limit 
a union’s effectiveness, for it may cause internal dissension between those 
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favoring limits and those favoring higher earnings. Also, as already noted, 
limits on work may permit non-union earnings to exceed union ones, and 
thus prevent a union from organizing non-union workers who are not 
interested in decreased earnings. 

Make-work rules do not eliminate the intermittent employment which 
is found in the building and amusement industries where their use is 
common, nor have make-work rules halted the secular decline in railway 
employment. Actually, by attracting more labor to an industry than is 
needed, make-work rules aggravate these evils. 

Make-work policies present a difficult problem in terms of public 
policy. The approach attempted by the Taft-Hartley Act and a few sim¬ 
ilar state laws is one method. Section 8 (b) (6) of the Taft-Hartley Act 
makes it an unfair labor practice for a union “to cause or attempt to cause 
an employer to pay or deliver or agree to pay or deliver any money or 
other thing of value in the nature of an exaction, for services which are 
not performed or not to be performed.” This clause outlaws “stand-by” 
featherbedding which requires payment to personnel merely to stand by 
while others work. Beyond that, however, its application is doubtful. Nor 
is it likely that problems of make-work can or should be solved by legisla¬ 
tion. What agency, for example, is to pass judgment on how fast a man 
should work, or how many men should be required to operate a given 
machine, or at exactly what point a job requires a skilled craftsman and 
at what point little skill is necessary? 

To be sure, extreme cases are easy to detect. Legislation, however, 
would have to leave extraordinary discretion to a government bureau. To 
do its job, that bureau would be compelled to pass judgment on a variety 
of labor relations matters and would thus end up regulating industrial 
relations to a degree which neither labor, business, nor the freedom- 
loving public would find desirable. 

There is another aspect to make-work rules and public policy which 
cannot be ignored. That is, restriction of output on the part of labor 
organizations is only one type of such restriction in the economy. Many 
businessmen restrict output in order to keep prices high. In 1948, the 
American steel industry was widely accused of failing to expand its capac¬ 
ity because it feared that demand would eventually decline. Numerous 
professional societies have urged enactment of legislation which would 
permit only licensed personnel to pursue a profession, but the definition 
of the profession often goes beyond the need for professional competence. 
In New Jersey, the State Bar Association attempted unsuccessfully to 
have the negotiation of labor management contracts declared the practice 
of law. If the attempt had succeeded, non-members of the state bar would 
have been unable to compete with lawyers for the right to aid labor and 
management unless no compensation was accepted. Farmers continually 



168 


UNIONS AND COLLECTIVE BAKGAINING 


restrict production, plow under crops and let fruit rot on the trees in order 
to bolster prices. Should labor restrictions be regulated and others left 
alone? Equality of treatment under the law would seem to require that 
all groups be equally affected or unaffected by legislation. 

Technological Change 

The introduction of new machinery or methods may be beneficial to 
union members by easing the physical strains or improving the safety 
of the job or by bringing in more work and hence increasing employment. 
In some cases, unions have agitated for technological improvements. Thus 
the Brotherhood of Locomotive Firemen and Enginemen went to the Inter¬ 
state Commerce Commission in order to force railroads to adopt the auto¬ 
matic stoker for coal-burning engines. Light, faster trucks have created 
more jobs for truck drivers, and larger, longer airplanes have made 
more jobs for pilots. There are many other such examples. 

On the other hand, many technological developments affect workers 
adversely, at least immediately. They make the job more hazardous or 
more difficult, or they may reduce employment in particular plants. For 
example, paint spraying can cause lead poisoning; the substitution of the 
one-man street car for two-man operation certainly makes the job of the 
operator more difficult; and the introduction of the continuous strip mill 
resulted in the abandonment of several hand rolled steel mills. 

Obstruction 

The adverse effects of technological change have led a number of 
unions at various times to oppose actively shifts in methods of production. 
Opposition to technological change takes several forms. The most com¬ 
mon is refusal to work with new machines. Workers can also reduce out¬ 
put, demand prohibitive pay, or even ask legislation in their fights against 
change. 

Few industrial unions adopt obstruction policies, although occasion¬ 
ally some of their locals may do so. The reason is that the average techno¬ 
logical development does not affect all members of an industrial union 
and therefore it cannot go all out for the interests of a minority of its 
members. On the other hand, all members of a craft union are likely to be 
directly affected by any alteration in the methods of production. 

In some cases, obstruction has been quite successful. This is particu¬ 
larly true in the building trades. Thus the plumbers have prevented the 
use of pipe-threading machines; the carpenters still use handsaws and 
drills instead of portable power equipment; the painters have kept the 
paint spray off most union jobs; and nearly all the building trades’ unions 
have restricted the amount of work which can be prefabricated or milled 
in the shop where heavy machinery can be utilized. 
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The success of the building trades’ unions in opposing technological 
development is attributable to several factors unique to that industry. 

One reason is that most of the changes opposed by these unions 
affect only a small part of the work done by the skilled craftsmen. The 
employer needs these men for other parts of the work. A second reason 
is that no single restriction imposed by these unions on labor-saving 
methods greatly increases the total labor cost of building. The percentage 
increase in the cost of performing the particular operation may be large, 
but if the operation is only a small part of the work, the effect upon total 
cost is small. This means that employers cannot afford to incur large 
expenses in order to prevent the restriction. Unfortunately, in the course 
of time a number of restrictions, each insisted upon and accepted because 
it was not important, may make an appreciable difference in cost. A 
third reason why building trades unions have been successful in their 
opposition to labor-saving methods is the fact that the areas of compe¬ 
tition are so small that the unions are able to impose restrictions upon 
all employers in the area. Hence the competition of non-union employees 
does not compel the unions to give up their prohibitions upon labor- 
saving methods . 38 

In most other industries, however, opposition to technological change 
has been unsuccessful. Usually, the union finds that it must adapt itself 
to the change if it is to survive. The failure to do so is likely to encourage 
the rise of non-union plants which use the newer methods. If the latter are 
really superior, the non-union plants will be able to produce at less cost 
and thus take business away from, and reduce employment in, the union 
plants. At this point the union may be forced to choose between its con¬ 
tinued existence and its opposition policy. 

When a crisis is reached in a union over whether a policy of opposition 
should be abandoned, a divergency of interests may develop between the 
rank and file and the national union leadership. The former are primarily 
concerned with extending their skills and working life; the latter with 
preserving the union. The rank and file may believe that a continuation 
of a policy of opposition may prevent the use of techniques long enough 
to be worthwhile, but the net result may be the destruction of the union. 
The members of the National Window Glass Workers’ Union voted to 
continue a strong policy of obstruction which led to the organization’s 
demise in 1928; and the members of the Cigarmakers’ International Union 
of America almost killed off their organization by repeatedly refusing 
to accept their officers’ recommendation that they work on newly devel¬ 
oped machines and admit workers who were already employed on these 
operations. 89 In the same manner, a number of local unions have con- 

88 S. H. Siichter, Union Policies and Industrial Managemem (Washington, Brook¬ 
ings Institution, 1941), p. 214. 

89 S. H. Siichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), pp. 216-223. 
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tinued obstructionist policies although the national union has opposed 
them. 

Worker opposition to technological change dates back at least to the 
industrial revolution, when the textile workers of Lancashire smashed 
n$wly installed machines. “The appearanc^ of something new, whether 
in the form of a new labor-saving device, a new incentive system, a new 
kind of supervision, or a new process, seems to sound an alert among men 
at work; they mount guard, as it were, suspicious in advance that the 
change bodes them no good. The problem that emerges becomes particu¬ 
larly baffling when time and time again it appears immaterial whether an 
innovation affects the workers adversely or not. Indeed, even when it 
promises them substantial benefit, they still may pull and haul and 
balk.” 40 

Union policies of obstruction are basically reflections of workers' fears 
that changes will affect them adversely. The union acts to solidify the 
obstruction or to fight it, but not to create it. Moreover, in many in¬ 
stances, union obstruction has served a good purpose. Opposition of the 
street car motormen to the one-man car led to the invention of the safety 
door-brake; and the granite cutters performed a public service by restrict¬ 
ing the use of the hand surfacer, “an extreme health hazard.” 41 

Perhaps, even more important than forcing improvements in ma¬ 
chines, union obstruction policies have compelled industry to consider 
human costs in introducing new methods. Abandoning a plant or eliminat¬ 
ing a skill causes tremendous hardship to those affected. By slowing the 
process, or forcing, management to make concessions, union obstruction 
to technological change has reduced the number of employees rendered 
temporarily useless by progress. 

On the other hand are cases, particularly in the building trades, where 
union obstruction policies have increased consumer costs without appar¬ 
ent benefit to the community. 

Policy of Competition 

If a union finds that a policy of obstruction is failing (usually because 
non-union shops are utilizing the new technique and causing unemploy¬ 
ment in the union shops), it may attempt to compete with the new 
method. This takes the form of wage or working rule concessions to em¬ 
ployers who retain the old techniques, or in rare instances, of the forma¬ 
tion of cooperatives by displaced employees who seek to maintain old 
methods of operation. 

40 B. M. Selekman, Labor Relations and Human Relations (New York, McGraw- 
Hill Book Company, 1947), p. 111. 

41 8. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), p. 208. 
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Essentially the policy of competition is a short-run device adopted 
for the purpose of slowing the advancement of new techniques and pre¬ 
serving the working lives of employees who would otherwise be displaced. 
If the new technique is sufficiently superior, wage and working rule con¬ 
cessions are not likely to halt its introduction. Nor can cooperative plants 
producing by less efficient methods hope to compete permanently with 
more modern plants. 

A policy of competition, nevertheless, is not without social benefit. By 
providing temporary employment for workers who might otherwise be 
unemployed, it mitigates the hardships of change. Moreover, as in the 
case of obstruction policies, competition forces improvement in new ma¬ 
chines, which are often crude when first introduced, and therefore, a policy 
of competition can result in the reduction of costs and of prices. 

Control 

In most cases, opposition to technological advancement and union at¬ 
tempts to compete with new techniques are temporary measures. Sooner 
or later the union members must decide whether they want the union to 
survive. If they do, they must work out a modus vivendi with management 
which permits use of the new invention. In short, the union must adopt a 
policy which gives it some control over working conditions which develop 
under the new technique. 

The policy of control may take many forms. When linotype machines 
were first introduced, the International Typographical Union success¬ 
fully insisted that compositors be trained to operate the new machines. 
In the steel industry, the union has insisted that some of the benefits 
of machinery go directly to the workers. This has been used as a talking 
point in wage negotiations, and also to implement union arguments that 
men laid off as a result of new techniques should be given the first oppor¬ 
tunity for new job openings. In other cases, unions have negotiated dis¬ 
missal compensation for men laid off. This tends to lessen rank and file 
opposition to a policy of control. A final method of control is for the 
union to negotiate high wage rates which slow down the introduction of 
the new technique with the result that the effect on the working force 
is lessened. 

The willingness of a union to adopt a policy of control depends on a 
variety of factors. Industrial unions are more likely to favor control 
policies than are craft unions because a new technique often helps one 
part of the industrial union membership even though it hurts another 
part. Moreover, craft unions may be unwilling, or unable to organize 
employees operating the new machines, or their members may be unwill¬ 
ing to learn new techniques or to work on new machines. We already 
noted that refusal to operate the new machines or to admit the workers 
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that did, led to the dissolution of the Window Glass Workers’ Union and 
the near collapse of the Cigarmakers’ International Union of America. 

Of special importance also is the existing state of product competition. 
The Granite Cutters accepted saws and surfacing machines, if operated 
by union members, as an aid in competing with the softer stone market. 
The street railwaymen, after some obstruction, adopted the control tech¬ 
nique for the one-man car and the bus in order to meet private auto¬ 
mobile competition. Pottery workers have accepted various machines 
as aids against foreign and glassware competition; and the list could be 
extended. 42 

The competition of non-union plants has been very important. The 
American Federation of Hosiery Workers have not only accepted, but. 
have actually promoted the introduction of new machinery because of 
the non-union competition in the South. The Textile Workers Union 
have a similar problem in the non-union cotton mills and also have pur¬ 
sued a policy of control. 

The vast number of technological improvements which have been 
introduced and their initial ill effect on workers raises the question of why 
more unions did not adopt policies of obstruction rather than of control. 
The main reason appears to be that most inventions are introduced in 
times of prosperity and full employment, and indeed contribute to the 
prosperity as will be fully explained in Chapter 16. In such times, reem¬ 
ployment of displaced men is more easily possible, and opposition to new 
techniques is consequently lessened. 

Union-Management Cooperation 

Unions and employers have cooperated at various times for a number 
of objectives. “Union-management cooperation,” however, has developed 
a technical meaning: “joint action to reduce the unit cost of produc¬ 
tion.” 43 Industrial peace is a prerequisite for such cooperation, but the 
mere existence of peace is no indication of a cooperative program. 

Union-management cooperation generally takes the form of joint 
meetings of labor and management (including foremen) production com¬ 
mittees which examine suggestions and ideas for reducing costs by making 
operations more efficient. Since workers often possess considerable knowl¬ 
edge of the details of their jobs, some cooperation plans have had very 
significant and practical results. Customarily, agreements for union- 


4 * S. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), chap. 9; and Harry Ober, Tradt-Union Policy and Techno¬ 
logical Change , Report No. L-8 (Philadelphia, WPA National Research Project, 1940). 

48 Joseph Shister, “Union-Management Cooperation: An Analysis,” in R. A. 
Lester and J. Shister (eds.), Insights into Labor Issues (New York, The Macmillan 
Company, 1948), p. 87. This section is based primarily on Dr. Shister's analysis. 
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management cooperation plans provide some protection (dismissal com¬ 
pensation, or rehiring at first opportunity) of anyone dismissed as a result 
of economies resulting from the cooperation. 

Union-management cooperation schemes differ from “ suggestion sys¬ 
tems” in that the latter provide for no union representation, but are 
merely a means whereby individual employees may submit suggestions 
on production problems to management and, usually, receive cash awards 
if the suggestions are adopted. 

Causes of Cooperation 

In all but a few cases, union-management cooperation has developed 
in plants in which the prosperity of the company and the jobs of workers 
were threatened by competition from union plants (hosiery, clothing, 
printing), by cyclical fluctuations (electricians, steel), or by secular em¬ 
ployment declines (railroads). The exceptions occurred mainly under pa¬ 
triotic impulse during World War II, 44 or because of the belief on the 
part of a few union and management officials that such cooperation is a 
good thing. 46 

Adverse economic conditions do not necessarily guarantee the adop¬ 
tion of a codperation program. Various other elements enter the picture. 
The United Mine Workers have never sought to cooperate despite the 
competition of non-union mines in the 1920’s or of competitive fuels ever 
since World War I, apparently because the primary objective of the 
UMW leadership is high wages for those still employed rather than main¬ 
tenance of high employment. Communist-led unions have opposed such 
“capitalistic collaboration” as cooperation except under stress conditions 
—e.g., when they regarded it as necessary to insure delivery of war ma¬ 
terial to Russian armies during World War II. In some plants, workers 
are so wary of managerial intentions that it would be political suicide 
for union leadership to urge adoption of cooperative programs. In others, 
union members and/or leaders have failed to appreciate either the im¬ 
portance of threat to their jobs or the potential amelioration which union- 
management cooperation might effect. 


44 The U. S. War Production Board sponsored “production committees” which 
had this function. 

45 See J. Shister, “Union-Management Cooperation: An Analysis,” in R. A. Lester 
and J. Shister (cds.), Insights into Labor Issues (New York, The Macmillan Company, 
1948), p. 87, note 1, for reference to such cases. In a recently published monograph, 
Dr. Ernest Dale finds much more evidence of union-management cooperation. 
(Ernest Dale: Greater Productivity Through Labor-rnanagement Cooperation, Research 
Report 14, New York, American Management Association, 1949.) Dr. Dale, how¬ 
ever, defines such cooperation much more broadly than it is defined here, e.g. 
to include cooperative safety programs, and, in the main, this accounts for the greater 
number of programs which he finds in existence* 
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In many instances, union-management cooperation is rejected by 
management as an infringement on managerial prerogatives even where 
unions are willing to adopt such a program. 46 General Motors is an exam¬ 
ple. It “has opposed joint union-management responsibilities of all kinds 
. . . during the war [World War II] General Motors refused to go along 
with the government-sponsored plan for establishment of plant union- 
management i production committees/ Such joint committees did operate 
in a few of its plants, but their actions were restricted to slogan campaigns 
and other trivial matters—even these were frowned on by the top officials 
of the corporation/’ 47 If General Motors should come upon hard times, 
few persons would predict a change in its policy of whole-hearted opposi¬ 
tion to joint union-management functions. 

Extent and Future of Union-Management Cooperation 

Union-management cooperation has never been widely existent, and 
the future does not appear to hold great promise for its extension. It is 
likely to continue in only a handful of plants. Moreover, in plants where 
it has been tried, it appears to be successful for only a short period. Then 
interest and results fall off. As in many walks of life, adversity brings labor 
and management together, but prosperity does not nurture cooperation. 
This is especially unfortunate since, by increasing productivity through 
lowering unit costs, union-management cooperation could raise real wages 
during prosperity. It is thus a potential weapon against inflation. Never¬ 
theless, there is little indication in industrial relations today that this 
potential will become a significant actuality. 

Industrial Warfare 

To many Americans, the strike epitomizes the union. Headlines are 
made in industrial disputes. They are the sensational aspects of union 
policies and managerial counterpolicies. Yet strikes are surprisingly few 
in comparison either to man-days worked or the number of collective 
agreements negotiated. (See Table 14.) For example, the average annual 
number of man-days lost in the United States because of strikes during 
1935-39 was 16,900,000 or 0.27 per cent of the total annual estimated 
working time. In 1946, the worst strike year in our history, total man- 
days lost were 116,000,000, or 1.43 per cent of the annual estimated work¬ 
ing time. 48 Almost every hour while these strikes occurred, a collective 
agreement was peacefully negotiated by a union and a company. 


44 See Chapter 8 for a discussion of managerial prerogatives. 

47 F. H. Harbison and Robert Dubin, Patterns of Union-Management Relations 
(Chicago, Science Research Associates, 1947), p. 48. 

48 Data published in Table E, Monthly Labor Review, each month. 
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Table 14 

Strikes and Lockouts in the United States, Selected Years 1917-1947* 


Year 

Number of 
Disputes 

1 

Number of 
Workers 
Involved 
( Thousands ) 

Per Cent 
of Total 
Employed 
Involved 

Manrdays Idle 
(. Million Days) 

Per Cent 
of Working 
Time Lost 

1917. 

4450 

1227 

6.3 

( a ) 

( a ) 

1919. 

3630 

4160 

20.8 

c) 

c) 

1921. 

2385 

1099 

6.4 

(°) 

C) 

1925. 

1301 

428 

2.0 

C) 

( a ) 

1929. 

921 

289 

1.2 

5.4 

.07 

1933. 

1695 

1168 

6.3 

16.9 

.36 

1937. 

4740 

1860 

7.2 

28.4 

.43 

1941. 

4288 

2363 

8.4 

23.0 

.32 

1944. 

4956 

2116 

7.0 

8.7 

.09 

1946. 

4985 

4600 

14.5 

116.0 

1.43 

1947. 

3693 

2170 

3.7 

34.6 

.41 


* Source: Monthly Labor Revicir (May 1947), p. 782; (June 1948), p. 706. 
a Data unavailable. 


Despite their relative numerical unimportance, strikes have a vital 
effect on the economy. A strike in a key motor parts plant can and has 
shut down a large segment of the automobile industry which depends 
upon that plant to supply certain parts. A strike of a few tugboat opera¬ 
tors almost caused New York City to cease operating. These are matters 
of vital public concern and are discussed as such in Part VI. These prob¬ 
lems also raise the question of why strikes arise out of labor-management 
.disputes. 

There have been a number of attempts to state a theory of industrial 
disputes in terms of pure economic calculation. The employer's “ conces¬ 
sion curve" is plotted against the union's “resistance curve" and the ex¬ 
pected length of strike and the wage rate form the axes of the diagram. 49 
The assumption is that pure economic calculation is utilized by the parties 
to determine whether a strike would be advisable. If the parties correctly 
determine each other's propensity to resist and to concede at given wage 
rates and strike length periods, then, according to this analysis, they will 
come to an agreement without a strike at a point where the employer's 
concession curve bisects the union’s resistance curve. 

The main fault with this analysis is that it does not go far enough. The 
decision whether to strike for higher wages or to accept a peaceful settle¬ 
ment at a lower rate does in fact depend to a considerable extent on the 


49 J. R. Hicks, The Theory of Wages (London, Macmillan and Company, 1932), 
chap. 7. 
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parties’ estimates of the relative resistance or concessions which they can 
expect of each other. But this fails to take into account the fact that the 
union is not a pure economic unit; rather the union is a body politic. In 
numerous ways this complicates the issue. 

Despite the wide degree of provisions in union constitutions for rank 
and file activity in negotiations, the function of the leadership is most 
important. Except in cases of revolt, which usually means that the leader¬ 
ship has lost the confidence of the rank and file, the latter are likely to 
accept the recommendations of the leadership. In making recommenda¬ 
tions whether or not to strike, union leaders must take a number of non¬ 
economic factors into consideration. One is the intensity of rank and file 
pressure. Many a union leader, after arguing against it, has reluctantly 
given the strike call because pressure from a group of the rank and file 
forced his hand. Here the choice of the leader may be to fight against 
what he believes to be a unwise act, or to go along with the group. But 
whatever he decides, it is unlikely that the decision is based primarily 
on economics. It may, for example, be decided on pure union politics. 
Some strike settlements are made on the basis of what is best calculated 
to retain or to acquire power in the face of rival leadership. 

Rival leadership may threaten from inside or outside the organiza¬ 
tion. Some leaders, such as the late Sidney Hillman (of the Amalgamated 
Clothing Workers) . . . enjoy the virtually undivided loyalty of the 
membership, and command a faithful and disciplined political machine. 
Others, such as Walter Reuther [of the United Automobile Workers] 
must contend with bitter factionalism. Since the opposition will seize 
upon any opportunity to deprecate their effectiveness, they must take 
care that a wage settlement is not vulnerable to partisan attack. Some 
unions, such as the Teamsters, . . . occupy a secure territory. . . . 
Others, such as the three unions in the meatpacking industry, are 
constantly required to beat back each other’s forces of invasion. Any 
wage settlement is subjected to scorn and ridicule in the periodicals 
and pamphlets of the opposing unions; the advantages of the settlement 
are minimized; the leaders are excoriated as piecards, Commies, or 
company stooges; the membership is commiserated for having been sold 
down the river. In arriving at a settlement, it is obviously important to 
guard against these accusations, and to ensure that they will not be 
persuasive to the rank and file. 50 

The non-economic factor in strikes is apparent in other ways. Some¬ 
times a strike involves the very existence of a union in the face of employer 
or rival union actions. Jurisdictional strikes (contests between two unions 
over whose members shall do a particular piece of work), rival unions’ 
disputes (contests over which union shall represent a given group of work- 

60 A. M. Ross, “The Trade Union as a Wage Fixing Institution/' American 
Economic Review , 37:585 (1947). 
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ers), and boycotts (refusal to handle goods, work with certain materials, 
etc.) 61 are often strictly interunion disputes not even involving employers. 
Yet, such disputes may involve economic considerations: for example, 
their outcome can determine which group of employees secures certain 
employment. They may also involve political considerations: for example, 
which union secures the right to represent the disputed workers and 
hence which union leader adds to his prestige, power, and to the bargain¬ 
ing power of his organization and constituents. The epic jurisdictional 
fight in Hollywood’s movie studios, which has occurred with increasingly 
bitter intensity in recent years, assuredly involves all these considerations. 

Work stoppages may also result from non-economic preferences of 
employers. The Republic Steel Corporation spent an estimated 12 million 
dollars in a vain attempt to prevent the United Steelworkers from organ¬ 
izing its plants. This money was sheer waste, as the United States Steel 
Corporation demonstrated by recognizing the union without a stoppage 
or the purchase of tear gas and machine guns or the loss of production, 
all of which gained Republic nothing. The willingness of employers to 
accept strikes rather than violate “principles” cannot be measured on an 
economic calculation chart. 

Although strikes have occasionally been called as a result of 4 ‘hot¬ 
headedness” on the part of union officials, or as desperate attempts of 
union leaders to bolster their loosening grip on a union, or as a result of 
employer devotion to “principles” (one of which may require wrecking 
a union), it would be a grave error to suppose that only such selfishness 
is involved. The strike or lockout may climax a series of long-standing 
worker grievances or employer annoyance at high-handed union tactics. 
It may be caused by bad working conditions, by wages lower than those 
paid in the area, by an unfortunate comedy of misunderstandings, by a 
clash of personalities between union and company negotiators. There are 
as many causes of strikes as there are opportunities for men to disagree. 
And so long as men are free to disagree, there will be strikes. 

Whatever the cause of strikes, it is rarely possible to compute their 
costs in terms of lost wages or production. Often, time lost by strikes is 
made up during the year. Most coal strikes, for example, have not caused 
miners to lose more working time during an average year than they would 
otherwise lose from overcapacity in the industry. The average number of 
days worked per miner per year remains approximately the same in heavy 
strike years as in years of labor peace. Although this is an extreme case, 
the situation is somewhat comparable in all industries which produce a 
storable or postponable product, i.e., a product, which if not produced and 
sold today, can nonetheless be produced and sold tomorrow. 

51 The importance of these strikes and methods of their control will be discussed 
in Part VI. 
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The cost of strikes is higher and may be more precisely, although not 
completely accurately, figured in industries which produce a perishable 
or non-reproducible product or service. The amusement trades, passenger 
transportation, and newspaper publishing are examples. Work or business 
lost by a motion picture theater and its employees cannot be regained, 
because people do not wait for a strike to terminate before seeking amuse¬ 
ment. Likewise, a newspaper w hich does not publish today can rarely make 
up the loss of sales and advertising. And potential passengers do not wait 
to take trips until management and labor settle their differences. The high 
cost of strikes in these industries has led to the development of voluntary 
and governmental machinery to aid in their settlement, but even so, 
strikes do occur. 



7 

Wage Determination 


Despite the importance of other issues in labor-management negotia¬ 
tions, wages remain the most vital matter at stake. Upon the outcome of 
wage negotiations depend employer costs and worker income. In this 
chapter, we shall consider some problems and policies of union-manage¬ 
ment wage determination. The economics of wage determination will be 
dealt with in Chapters 15-19. 

Methods of Wage Payment 

Payment by Time 

A majority of American workers are paid by the hour, day, week, or 
month—i.e., by time. In many instances no other method is possible since 
calculation of individual or group output is often neither feasible nor 
practical. As a method of payment, it is open to the criticism that output 
and earnings are not directly related—that there is no “incentive” to 
produce. Such criticism has its valid side, but piecework and incentive 
wage methods have distinct limitations. They become less applicable 
when mechanical devices supplant employee effort as the dominant factor 
in production. 

Payment by Piece—Incentive Wages 

Piecework and other forms of incentives relate wages and output so 
that earnings fluctuate more or less in accordance with actual output, 
thus providing an immediate financial stimulus to workers to increase 
their efforts and output. Approximately 30 per cent of the plant workers 
in manufacturing industries studied by the United States Bureau of Labor 
Statistics in 1945 and 1946 were on an incentive basis. “Among non¬ 
manufacturing industries, about one-third of the employees of clothing 
stores and department stores 1 and nearly two-fifths of those in automobile 
repair shops were on incentive. About one-fifth of the underground bitu¬ 
minous coal miners were paid incentive rates, but none of the surface soft 
coal mines studied provided incentive pay. Few incentive workers were 
reported in the electric light and power and warehousing industries.” 2 


1 These are undoubtedly sales clerks. 

* J. M. Sherman, “Incentive Pay in American Industry, 1945-46,” Monthly Labor 
Review, 66:535-537 (1947). The Bureau of Labor Statistics believed that the manu- 
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The principal types of incentives and their main advantages and dis¬ 
advantages are set forth below. 

1. Piecework: Individual payment by the piece, pound, part, etc. Ap¬ 
plicable only to relatively simple operations, it provides no extra bonus 
for above average production beyond the production rate. It is simple 
from the standpoint of calculation of earnings, requires only minimum 
bookkeeping costs, and has a direct relation to output which employees 
can readily perceive. 

2. Group Incentives: Bonus payments made on basis of group output. 
It is applicable only to closely related operations, especially serial opera¬ 
tions where individual operations are closely linked. Tends to build cliques 
among groups, which is often disruptive of good relations. It has worked 
reasonably well in radio tube industry which fits all requirements for its 
successful operation. 

3. Plant-Wide Incentives: Bonus which covers all emploj^ees. An exam¬ 
ple was the wartime plan of the Grumman Aircraft Company of New 
York. It used, as a base factor, pounds produced during the second quar¬ 
ter of 1943 divided by total hours worked. A bonus of one per cent was 
paid for a two per cent increase in production with full participation for 
all with annual earnings under $5,000; participation on a graduated basis 
for those earning $5,000-7,500; and no participation for those earning 
in excess of $7,500. Such a plan keeps all workers interested in production, 
but the individual output relation to bonus earnings is not easily made 
explicit. Moreover, in most plants, individual effort of many workers, e.g., 
maintenance men, has no relation to output. They can loaf and reap the 
bonus. 

4. Measured Day Work: Essentially an evaluated rate range with ad¬ 
vancement from minimum to maximum based on merit rating factors, 
e.g. quality of work, quantity of work, versatility, dependability, etc. To 
keep current, it requires frequent readjustments and much bookkeeping 
cost. The many intangibles inherent in a rating procedure can be the sub¬ 
ject of frequent and acrimonious disputes which often more than counter¬ 
balance any gains in production. 

5. Standard Hour Plans: These are the most common incentive sys¬ 
tems. Some are comparable to piecework with a guaranteed base pay. 
Others are stated in terms of earned hours instead of pieces produced. 
For example, a piecework rate of 10 cents per piece multiplied by a 5 
piece per hour standard equals 50 cents. One standard hour of work is thus 
50 cents if 5 pieces are produced. Such plans as Bedaux, Emerson, Wen- 
nerlund, Halsey, and Gantt fall into this category, although they differ 
in details. 

facturmg industry data are a representative sample, but that the non-manufacturing 
data are not. 
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Standard hour plans have the advantage of providing incentives with 
guaranteed base earnings. Their identification in workers' minds with 
“speed-up” tactics, their numerous industrial operations, and their 
complex figuring systems which confuse employees and heighten book¬ 
keeping costs, are their main disadvantages. 

In general, incentive systems work out best in industries where labor 
cost is a large percentage of total cost, where competition is keen, and 
where the output of the individual is easily discernible. Clothing and 
textiles are good examples of industries which meet these requirements. 

Incentive plans are not practical where emphasis is on quality rather 
than quantity; where individual output cannot be defined with precision; 
and where mechanical contrivances control employees' speed and effort. 
Automobile assembling, chemical plants, and tool and die jobbing shops 
are among the industries in which these conditions generally apply. 

Union Policies and Incentive Wage Methods 

Popular writers have frequently pictured all unions as bitterly op¬ 
posed to piecework and incentive plans. Despite considerable union oppo¬ 
sition to incentives, this is far from correct. Union policy toward incen¬ 
tives has always varied considerably from industry to industry. In 1908, 
for example, a study of 117 unions showed that piecework was willingly 
accepted by 33 unions of the 59 which operated in industries where piece¬ 
work was frequently utilized; and of the 26 which opposed piecework 
only 8 operated in industries where payment by the piece was the prevail¬ 
ing system of paying. 3 

Modern studies of union policy toward incentives have also found a 
wide variety of opinion. Moreover within any given national union, there 
is wide variation. Thus, the United Automobile Workers is officially op¬ 
posed to incentive plans, but many of its locals favor it. On the other 
hand, the United Electrical, Radio and Machine Workers has never taken 
a stand against incentives, but some of its locals have done so. 4 

Traditionally, unions have been more favorably disposed toward 
straight piecework than toward wage systems which provide for bonuses 
of one sort or another. This dates from the time when the incentive sys¬ 
tems were utilized as a means of reducing wage rates. For example, it was 
not uncommon, under the guise of scientific management, to provide a 
negative bonus for increased production. Thus, if a worker was paid a 
base rate of 50 cents an hour for 10 pieces, he would receive 54 cents for 


* D. A. McCabe, The Standard Rate in American Trade Unions (Baltimore, Johns 
Hopkins Press, 1912), pp. 187-199. 

4 See S. H. Slichter, Union Policies and Industrial Management (Washington, 
Brookings Institution, 1941), chap. 10 and 11; V. D. Kennedy, Union Policies and 
Incentive Wage Methods (New York, Columbia University Press, 1945). 
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11 pieces; 58 cents for 12 pieces, 62 cents for 13 pieces, etc. Although the 
more he produced the more he received, the fact remained that the more 
he produced the less was his rate per piece. One result of such incentives 
is a rider that has been attached to Army, Navy, and Post Office appro¬ 
priation bills since 1914, at the request of the AFL Metal Trades Depart¬ 
ment, which proscribes the use of time study methods or incentive sys¬ 
tems in establishments run by these departments. 

In more modern times, incentive systems have been made fairer. 
Thus today a piece rate of 50 cents for 10 pieces might provide a payment 
of 56 cents for 11 pieces; 63 cents for 12 pieces; 70 cents for 13 pieces, etc. 
This would mean not only extra reward but also a higher rate per piece 
for increased production. Certainly, no union would countenance any 
rate cutting under an incentive system, but today unions are not likely 
to be as opposed to incentives as formerly, or to prefer straight piecework 
over incentives to such a marked degree. 

In general, for a union to favor incentive or piecework plans two pri¬ 
mary conditions must be met: first, the unit of output must be definable 
with precision; and second, conditions of work must be maintainable with 
substantial uniformity over periods of time. There are some exceptions to 
these general rules. For example, the United Mine Workers has never 
opposed payment by the piece, which is quite general in the bituminous 
industry, despite the fact that conditions of work vary tremendously in 
the mines over short periods. The reason appears to be first, that until 
recently the UMW was faced with a considerable amount of non-union 
competition. The abandonment of piece rates would have raised the cost 
of union mines so that most business would have gone non-union. In 
addition, it is impossible to provide supervision for most mine employees 
so that piecework is the only method by which it is possible to keep track 
of individual w r orker performance in the mines. 

Opposition to piecework and incentives is generally absent from indus¬ 
tries in which this type of payment has had a long history. Steel is a good 
example. There is no evidence that the United Steelw orkers has made any 
attempts to alter the basic systems of payment. Philip Murray, president 
of the United Steelworkers, has written that, where morale is high and a 
good understanding exists between management and union employees, 
almost any wage system can be made to work. 6 

We have already noted that the United Mine Workers does not oppose 
piecework partially because of the long non-union competition in bitu¬ 
minous coal. Non-union competition has historically been an important 
reason promoting union acceptance of incentives. Before the needle trades 


6 Philip Murray and Morris Cooke, Organized Labor and Production (New York, 
Harper and Brothers, 1942), p. 112. 
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were so thoroughly organized, this was one of the important reasons why 
the needle trades not only did not oppose incentives in piecework, but 
actually promoted them. In addition the Amalgamated Clothing Work¬ 
ers, which has been as favorably disposed toward piecework as any union, 
has promoted its installation because only through piecework could the 
workers in the clothing industry increase earnings without increasing 
labor costs. If wages in clothing had been pushed up without an increase 
in production, the net effect would probably have been a decline in em¬ 
ployment which would have taken away from the workers what they 
would have gained in wages. 6 

If a trend is toward multi-union collective bargaining on a regional 
and national basis, union policy toward incentive wage methods is likely 
to depend upon the adaptability of piecework to the regional and national 
agreements. In the various branches of the glass industry, in pottery, in 
stoves, and in hosiery, national and regional collective bargaining has 
long existed. In all these industries payment is predominately by the piece 
which permits variation in earnings without variation in rates. Moreover 
local conditions are taken care of by special local agreements so that 
piecework in these industries has proved compatible with bargaining on 
a wide scope. 7 

In sum, unions favor piecework where manual skill and labor costs 
are extremely important, where non-union competition exists, where the 
unit of production can be defined with precision, where standards of work 
are fairly stable and where piecework incentives have w r orked reasonably 
satisfactorily over a long period of time. The fact that a national union 
may oppose piecework officially does not mean that many of its locals will 
not either accept it or actually prefer it. 

Incentives and Collective Bargaining 

The use of incentives involves certain collective bargaining problems 
which are not otherwise present, and introduces others in aggravated 
form. An incentive program, if properly administered, can lay the foun¬ 
dation for a sound industrial relations program; but it can also makegood 
industrial relations impossible. An example of the former situation is the 
system used by the Apex Electrical Manufacturing Company, Cleveland, 
and the International Association of Machinists, the bargaining repre¬ 
sentative of its 1300 employees after a strike in 1944. Cooperation between 
management and labor has brought higher than industry average earnings 
and full production, has cut labor turnover to a minimum, has virtually 

6 S. H. Slichter, Union Policies and Industrial Management (Washington, Brookings 
Institution, 1941), pp. 290-291. 

7 See R. A. Lester and E. A. Robie, Wages under National and Regional Collective 
Bargaining (Princeton, Industrial Relations Section, 1946). 



184 


UNIONS AND COLLECTIVE BARGAINING 


eliminated absenteeism, and has left the company untouched by postwar 
labor strife and unrest. 8 An article praising the incentive at Apex appeared 
in the IAM journal. Yet the IAM constitution opposes members’ working 
on incentives. 

On the other hand, incentives can contribute to unlimited industrial 
strife. So many factors, frequently intangible and unmeasurable, affect 
a worker’s earnings that, unless mutual good will exists, continued bick¬ 
ering is often the, result. For example, if a machine breaks down, or ma¬ 
terials stop flowing, should the worker receive base pay or average hourly 
earnings of a previous period? One of the authors vividly recalls a War- 
Labor Board case, for which he was arbitrator, in which there were 27 
issues, all involving this one question. Obviously, if good faith had gov¬ 
erned the relations between this union and company, the case would never 
have required adjudication by a third party. 

Another problem under incentive wages involves the relation in the 
plant between the workers on the incentive procedure and the time work- 
ers. Few if any plants can place all employees on incentives. Indirect- 
labor, maintenance w r orkers, highly skilled employees arid those whose 
speed is entirely machine controlled, e.g., assembly line operators, must 
usually remain on time work. As the pay of incentive workers rises, it 
creates inequalities in relation to time workers. During the war, tin* 
authors found instances in which highly skilled diemakers were endeav¬ 
oring to obtain jobs as semiskilled machine operators because the latter, 
on incentive work, were paid more! Such inequities cannot be permitted 
to endure. Yet the only solution is to hold down incentive earnings of 
superior workers which, of course, negates the whole point of the incentive 
plan. 

These are only a few r of the grievances which arise out of piecework. 
Such grievances stem from two sources. On the one hand is the uncer¬ 
tainty which incentive wages give rise to. “Intrinsically piece work rates 
introduce anxiety if not always competitive aggressions in contrast to the 
comparative securities of time rates. ” y These uncertainties arise from the 
fact that earnings under piecework and incentive systems are affected 
not only by the worker's efforts, but by a host of other factors (including 
those already noted) over wdiich he has no control. Hence the pressure 
on the individual increases because the weekly wage is subject to consid¬ 
erable variation. 

A second source of grievances under piecework arises from the fact 
that employers frequently substitute incentive systems for good manage¬ 
ment. Under time work, the employer is usually more interested than the 
worker in keeping machinery and other production mechanisms in first- 

8 Business Week (October 26, 1946), pp. 102-108. 

9 B. M. Selekman, “Living With Collective Bargaining/' Harvard Business Review 
20:30 (1941). 
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class condition. Too frequently, however, employers count on the work¬ 
ers to take care of matters under piecework. Workers naturally are very 
much interested in machine efficiency when it is closely correlated with 
their earnings. The writers have seen many examples of employee in¬ 
genuity which have kept poor machines going under piecework systems 
in order to keep earnings up. The fact remains, however, that inefficient 
management invites grievances and labor unrest under piecework, if not 
demands for the elimination of the incentive itself. 

Even when unions accept piecework they make strenuous efforts to 
increase labor control over them. Thus the United Mine Workers requires 
payment for “dead work” and compensation for other unfavorable con¬ 
ditions; the Textile Workers Union fights management on the work load 
or stretchout issue without opposing the incentive per se; and the United 
Steelworkers are vitally concerned with methods of computing tonnage 
rates without ever attacking the basic system itself. A strong union, by 
placing numerous restrictions on the incentive system, may actually re¬ 
duce that system to time work. The leather workers’ division of the Inter¬ 
national Fur and Leather Workers Union, by limiting output, has prac¬ 
tically converted piecework into time work. 10 

The great majority of unions does not take a strong stand either for 
or against piecework. Many of them operate in industry where there is 
no problem over methods of payment. Others simply accept the status 
quo or attempt to secure minor modifications. As mechanical contrivances 
continue to reduce the importance of human effort, the issue in collective 
bargaining over methods of payment is likely to decline in intensity. 

Wages—Ends and Means 

Mr. Gompers: “Just a moment. I have not stipulated $4 a day or $8 a 
day or any number of dollars a day or eight hours a day or seven hours 
a day or any number of hours a day, but the best possible conditions 
obtainable for the workers is the aim.” 11 

Thus Samuel Gompers summed up the AFL’s philosophy of ever more 
wages and better working conditions. In achieving these continually im¬ 
proving conditions American unions have frequently had broader objec¬ 
tives than merely raising the wage bill; and to attain their wage goals, 
they have done much more than bargain directly or strike. 

Wage Policy as a Tool 

When a union requests higher wages, usually it is aiming at precisely 
that. On many occasions, however, the objective may be something else. 

10 Leo Brown, Union Policies in the Leather Industry (Cambridge, Harvard Uni¬ 
versity Press, 1946). 

11 From Gompers’ debate with Socialist leader, Morris Hillquit, Com?ni8sion on 
Industrial Relations (Washington, 1916), vol. II, p. 1500. 
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For example, unions commonly utilize wage slogans in membership drives. 
When the CIO put on its big mass production industry drives in 1936-37, 
it played up demands for higher wages. “ Join the union for a buck; get a 
buck a day increase,” has been a common rallying cry. 12 

Not only unions use wage policy as a tool in organizing drives. Em¬ 
ployers often grant wage increases to stymie unionization. In 1936-37, 
United States Steel gave increases to forestall unionization; then it was 
forced to grant more increases after the union was recognized. 

Wage policy may also be used to allocate income. Of the union agree¬ 
ments studied by the United States Bureau of Labor Statistics in late 
1946, 85 per cent provided overtime pay at the rate of time and one-half 
for all work in excess of 8 hours a day or 40 hours a week. In addition 
almost one-half of these agreements provided for a penalty pay for work 
performed on Saturday as such and about 60 per cent provided penalty 
rates for Sunday Tvork as such. Sunday was usually paid at double time 
and Saturday at time and one-half. 13 

Although in times of full employment, penalty overtime provisions 
tended to increase the individual worker's wage bill, historically the main 
union objective has been, once hours were reduced to a reasonable level, 
to use penalty overtime provisions to discourage employment of the same 
workers beyond the legal workweek, and thus to encourage management 
to spread the work among more employees. In other words instead of us¬ 
ing 2 shifts of 12 hours each for around-the-clock operations, penalty 
overtime encourages the use of 3 shifts of 8 hours each. In this way wage 
policy is utilized to spread work or to allocate income among more em¬ 
ployees in the union. 

Penalty overtime for Saturday or Sunday as such, however, is also a 
means of penalizing employers for depriving workers of their ordinary 
leisure hours. The use of wage policy to secure paid leisure is also illus¬ 
trated by the prevalence with which paid vacations and paid holidays 
now appear in union agreements. The drive for paid vacations began in 
the late 1930's. Not infrequently unions gave up opportunities to win 
wage gains in order to secure paid vacations. Undoubtedly, this was in 
line with the wishes of the workers. Many employees had had consider¬ 
able unpaid leisure during the depression and to them a paid vacation had 
a peculiar satisfaction which placed it above a mere wage increase on 
their preference scale. Moreover since paid vacations have traditionally 
been the perquisite of the upper classes, the employees saw in them a 


“This section owes much to J. T. Dunlop, Wage Determination Under Trade 
Unions (New York, The Macmillan Company, 1944). 

““Premium Pay Provisions in Selective Union Agreements,” Monthly Labor 
Review, $5:419 (1947). 
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social as well as an economic gain. The situation with paid holidays, which 
received their main impetus during World War II, has been similar. 

“Fringe” issues, including not only vacations and holidays, but sick 
leave and benefit programs as well, are often pushed by union leadership 
because of their prestige value to the leadership. In the post-World War 
II years benefit programs became a vogue. The union leader who did not 
secure such a plan for his membership was not “keeping up with the 
Joneses” in the social stratum of union leadership. Hence, it was not un¬ 
common to see more stress placed on benefits than on wages, although 
inflation continued to make wages as such the dominant issue. 

In Chapter 6 we noted how wage policy could be used to control the 
rate of technological change. The rate secured by the union for work on 
a new machine could make the machine more or less economical to intro¬ 
duce and thus go a long way to determine the speed with which it was 
introduced. We noted there also that wage policy could be utilized to 
control entrance to the trade. A high rate for apprentices tends to dis¬ 
courage their use; a low rate to encourage their use. 

Wage policy may also be utilized to control working conditions. Long¬ 
shoremen receive triple time for loading explosives on ships and double 
time for loading such unpleasant cargo as fertilizer. Shipyard welders 
are paid extra compensation for the nasty job of welding in the hold of 
the ship. Penalty rates of one kind or another are frequently demanded 
by unions not only for dangerous and unpleasant work, but also to encour¬ 
age managerial improvement of such conditions. 

Along the same line has been the development of shift differentials. 
During World War II, it became quite common to pay 5 cents per hour 
or a 5 per cent differential for the “swing” or 4 P.M. to 12 midnight 
shift, and a differential of 10 cents per hour or 10 per cent for the “grave¬ 
yard” or 12 midnight to 8 A.M. shift. This practice has been continued 
since the war. Approximately three-fourths of the total number of work¬ 
ers in a Bureau of Labor Statistics sample were under agreements which 
required a differential for work on shifts other than the first or regular 
day shift. 14 The rationale for these provisions is that* working odd hours 
upsets personal and family life to such an extent that extra compensation 
should be paid. 

It should be noted that in all of the foregoing matters, wage policy 
was used not primarily to secure increases, but, often with more direct 
methods, to achieve other objectives. If one fails to realize that wage 
policy is a tool as well as an end, union wage policy becomes incompre¬ 
hensible. Moreover as employer actions in raising wages to keep out 


14 “Premium Pay Provisions in Selective Union Agreements,” Monthly Labor 
Review , 65:423-424 (1947). 
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unions illustrate, management also has fully realized that wage policy is 
both a tool and an end. 


Indirect Wage Policy 

American trade unions have demonstrated an enormous capacity for 
improving the employer’s ability to pay. Faced on the one hand with the 
demands of union members for improved wages and working conditions 
and on the other hand with the response of management that the ability 
to pay is lacking, union leaders have initiated a variety of programs 
designed to improve the employer’s profit position. One of the most 
obvious of these has already been discussed in Chapter G, namely, union- 
management cooperation to reduce production costs. It, however, is only 
one of many. For example, during World War II, many unions joined 
employers in appeals to the Office of Price Administration for price 
increases so that the employer could grant wage increases. The railroad 
unions have on several occasions appealed to the Interstate Commerce 
Commission to raise railroad rates so as to permit wage increases. In 1948 
the Transport Workers Union actually promoted higher bus and subway 
fares in New York City in order to secure sizable wage increases. 

Unions have also attacked the problem of employer profit margins on 
other fronts. A number of unions have engaged in advertising in order to 
stimulate demand for the product of the industry in which they operate. 
The United Hatters, Cap and Millinery Workers Union has developed an 
intensive advertising program to persuade people to wear hats. In 1948 
the union appropriated large sums to sponsor a National Children’s and 
Teens’ Hats Promotion Committee which would go after a neglected 
market. The International Ladies Garment Workers’ Union has spent con¬ 
siderable sums to promote New York City as a style center in order to 
fight shrinking employment in the dress industry there. Similar advertis¬ 
ing has been carried on by the International Association of Machinists, 
the Brotherhood of Painters, the International Typographical Union, and 
the Marine and Shipbuilders. 

A number of ufcions have utilized political pressure to promote legis¬ 
lation designed to keep their industry in sound condition and hence able 
to pay increased wages. The railroad unions have actively and success¬ 
fully lobbied for such things as restrictions on the loads motor trucks 
can carry, reduction of federal aid to other forms of transportation and 
even elimination of railroads from anti-trust legislation. Many unions, 
including those in the glass industry, the pottery workers, the coopers, 
and the printing trades, have sponsored tariffs to reduce foreign compe¬ 
tition. In 1945 the New York papers were deluged by a series of adver¬ 
tisements, one sponsored by a union in the jeweled watch industry which 
wanted a tariff on Swiss watches, and the other by the union of watch 
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assemblymen who work on parts mainly purchased from Switzerland and 
wanted no such tariff. 

Also aimed at affecting the demand for industry production is the 
union label which will be discussed in Chapter 9. Essentially, it is a device 
for differentiating the product and thus increasing the demand. 

Union policy affecting demand and prices has not always kept within 
the law. The Photographers and the Electrical Workers have made collu¬ 
sive agreements with manufacturers which have had the effect of keeping 
out of areas non-local goods so that prices and wages in the local area may 
be raised. In Seattle, Washington, particularly, but also in other areas, 
the Teamsters’ union has picketed employers w r ho have cut prices on the 
grounds that price cutting will mean a wage cut. 

In the garment trades it has become quite common for the union to 
set standards for the price at which the garment may be sold. The objec¬ 
tive here is to prevent small manufacturers who deal with a few large 
retailers and wholesalers from reducing their prices and making it up on 
kickbacks or other non-contractual reduction of wages. In addition, in the 
garment trades the unions traditionally negotiate with the manufactur¬ 
ers, but make wage conditions binding on the subcontractors who do not 
take part in the negotiations. This they found necessary to prevent wage 
cutting by subcontractors from destroying union standards. 

In the barber trade, the union bargains almost solely in terms of prices 
rather than of wages. 15 The reason is that the wage is determined almost 
exclusively by the price. Thus there is continual pressure on the part of 
unions to force up the price of haircuts. In New York City in 1947 the 
price of haircuts was pushed up to such an extent that a considerable 
number of shops w r ent non-union. Here the union overestimated its ability 
as a w r age and price stabilizer; and also it miscalculated the elasticity of 
the demand for haircuts. 16 For even when people did not patronize the 
non-union shops they tended, at the price of 95 cents per haircut, to have 
haircuts at less frequent intervals. 

In many states the Barbers’ union has been able to go further and 
secure the adoption of legislation setting up commissions which had the 
effect of stabilizing prices of haircuts, frequently in the upward direc¬ 
tion. 17 The success of the United Mine Workers during the 1930’s in 

16 W. S. Hall, The Journeymen Barbers’ International Union of America (Baltimore, 
Jolins Hopkins Press, 1936). 

16 Elasticity may be defined as the reaction of demand to price. Thus, if the elas¬ 
ticity is one, an increase in price would result in a proportional decrease in quantity 
demanded so that gross sales revenue would not change; if the elasticity of demand 
is less than one, the demand is said to be inelastic; if greater than one, elastic. 

17 W. F. Brown and R. Cassady, Jr., “Guild Pricing in the Service Trades,” 
Quarterly Journal of Economics, 61 :311-338 (1947). Many professions have used state 
commissions to stabilize prices at high levels. 



190 


UNIONS AND COLLECTIVE BARGAINING 


promoting legislation which pushed up the price of coal so that wages 
could be increased was of a similar nature. 

These are some of the many examples of union ingenuity in improving 
employers’ ability to pay. The wide extent of union interests in employer 
profits and in the demand for the product is a direct result, on the one 
hand, of the pressure on unions by the membership to find ways and 
means of improving wages and working conditions and, on the other hand, 
of the realization on the part of union leaders that improved wages and 
working conditions can only be secured from a profitable enterprise. 

Union Politics and Wage Policy 

The union is not a pure economic entity, but a body politic. And 
union politics affect wage determinations in a multitude of ways. Basically, 
union leadership must lead—but it cannot be too far in front of the rank 
and file any more than it can be behind them. Always the decision on 
wages must be made with the criterion of personal political fortune in 
mind. Lest this be considered reprehensible, let us recall that the ablest, 
most sincere labor leader cannot utilize his ability and sincerity if the 
membership replaces him. 18 

Thus union wage policy is not capable of full analysis in terms of 
supply and demand relationships, of maximization of returns, or pure 
concepts of the pure economic theorist. These factors are often important, 
to be sure. But they do not yield the full story. 

Intraplant Differentials 

The first job of the union leadership is to hold the organization to¬ 
gether. Except for a few craft organizations, most union memberships 
are not homogeneous. The International Association of Machinists deals 
with a great variety of industries. The United Automobile Workers in¬ 
cludes toolmakers and sweepers, nurses and charwomen, as well as as¬ 
sembly line operators. The Amalgamated Clothing Workers has unionized 
highly skilled cutters as well as unskilled laundry workers. Within these 
and other organizations is a variety of interest groups all clamoring at 
union leadership for their “fair” share. How to satisfy these conflicting 
pressures is a vital leadership and political problem. 

Most unions, as noted in Chapter 4, are careful to insure representa¬ 
tion of all interest groups in the union government. Even so, they are 
likely to attack the problem of intraplant wage differentials cautiously. 
Although officials of the United Steelworkers characterized the wage 
structure of the basic steel industry as totally incoherent, they made no 

18 For an excellent statement of the political factor in wage determination see 
Arthur Ross, Trade Union Wage Policy (Berkeley, University of California Press 
1948). 
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effective attack on it until the War Labor Board ordered a thorough job 
analysis by the union and the United States Steel Corporation as a pre¬ 
requisite to eliminating intraplant inequities. 

Nor is this surprising. Some workers have as much a vested interest 
in maintaining an out-of-line wage structure as others have in eliminating 
it. Until a union becomes intrenched, it is unlikely to upset the status quo 
to such an extent that deep antagonisms are aroused. Wage differentials 
represent social status. Men are often more upset by what is being paid 
others than by what they receive. Eliminating unequal pay for equal work 
seems fair—but not to the receiver of unequal pay who believes that he 
deserves a differential over the job which has just been equalized with 
his. 

Skilled versus unskilled is a constant source of intraunion tug of war. 

Across-the-board wage increases gained by the United Automobile 
Workers between 1937 and 1942 had the result of flattening the rate 
structure of the industry. The differential between the wage rates of 
sweepers and toolmakers was reduced from about 120 per cent to about 
40 per cent. In 1944, a number of articulate spokesmen began to agitate 
the skilled workers. The Mechanics’ Educational Society of America 
(an independent union centered in Toledo) became active in Detroit and 
aroused considerable interest among tool and die workers. There was 
some possibility that carpenters, electricians, and other maintenance 
men would transfer to various AFL unions. The result was a 5-cent 
increase for all apprenticeable occupations in the automobile industry. 
(Convincing the National War Labor Board that it might legitimately 
order the increase under stabilization rules was a spectacular political 
achievement in itself.) 19 


Key Wage Bargains 

The relation of the wage schedule of a particular plant to those of 
other plants in the industry and/or area, or even to those in the country 
is becoming of increasing importance. Indeed, “we have reached the 
stage where a limited number of key wage bargains effectively influence 
the whole wage structure of the American economy.” 20 The agreements 
reached between the General Motors Corporation and the United Auto¬ 
mobile Workers, between the United States Steel Corporation and the 
United Steelworkers, or between the bituminous coal operators and the 
United Mine Workers affect not only wages in the particular industries 


19 A. Ross, Trade Union Wage Policy (Berkeley, University of California Press, 
1948), pp. 32-33. See also David Roberts, “The Meaning of Recent Wage Changes,” 
in R. A. Lester and J. Shister (eds.), Insights into Labor Issues (New York, The 
Macmillan Company, 1948), pp. 226-237. 

,0 J. T. Dunlop, “American Wage Determination: Its Trend and Significance,” 
in Wage Determination and the Economics of Liberalism (Washington, Chamber of 
Commerce, 1947), p. 42. 
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involved, but in thousands of others as well. Unions and managements 
look to these and other “key” bargains as a peg on which to hang their 
agreements. Faced with the need of resolving differences, they find in 
key bargains a figure upon which they can rationalize a contract. 

Key wage bargains reached peak importance during and after World 
War II. Under wage stabilization, the National War Labor Board en¬ 
forced the same general wage policies for nearly all industry. When the 
war ended, a series of events made 18.5 cents per hour a magic figure upon 
which settlements were made in numerous industries. The politics of 
unionism required it. At the end of the war, the uncertain economic situa¬ 
tion was complicated by fears of interunion warfare and raiding, and 
intraunion upheavals. Union leaders felt that if they accepted less than 
the key bargain, their political lives would be in danger. 

Even in the immediate post-World War II period, however, reactions 
to key wage bargains were more elastic than has been generally assumed. 
For the period August 1945 through April 1946, the United States Bureau 
of Labor Statistics reported that of those workers receiving wage adjust¬ 
ments in manufacturing industry, 19 per cent received less than 10 cents, 
only 21 per cent received exactly 18.5 cents and 10 per cent received 
more than 20 cents. 21 Despite the continued importance of key wage bar¬ 
gains since 1940, settlements based upon them have varied much more in 
response to local conditions. It is likely that they will continue to do so 
as labor relations settle down to peacetime normalcy. 

Besides key wage bargains in the economy generally, each industry 
is likely to have its w r age leaders just as many industries operate under a 
system of price leadership. Thus the building trade negotiations in New r 
York and Chicago are likely to be influential in other local areas. The same 
situation obtains for the printing industry negotiations in these two cities 
and for the negotiations in the transit industry in Detroit and Boston. 22 

The existence of wage leadership is often recognized by both labor and 
management. Often it existed in industry prior to unionism. For example, 
other steel and oil companies have always adjusted wages to patterns set 
by United States Steel and Standard Oil of New Jersey. Moreover, wage 
leadership often goes hand in hand with price leadership. It is extraordi¬ 
nary that economists who are fully familiar with the phenomenon of price 
leadership find wage leadership “novel” or “surprising” and charge its 
existence solely to the advent of unionism. 


11 J. T. Dunlop, “American Wage Determination: Its Trend and Significance,” 
in Wage Determination and the Economics of Liberalism (Washington, Chamber of 
Commerce, 1947), pp. 37-38. 

**J. T. Dunlop, “American Wage Determination: Its Trend and Significance,” 
in Wage Determination and the Economics of Liberalism (Washington, Chamber of 
Commerce, 1947), p. 42. 
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Wage leadership also does not depend upon the existence of national, 
regional, or other forms of “industry-wide” bargaining. It is as import¬ 
ant a phenomenon in the automobile industry where company wage poli¬ 
cies are set individually as in the flat glass or Pacific Coast paper industry 
where industry bargains through joint committees or associations. And 
key wage bargains are important whether wages are determined by col¬ 
lective bargaining, by voluntary arbitration, or by some sort of govern-, 
ment determination. 23 

“Going Rates” 

In order to stabilize wages during World War II, the National War 
Labor Board requested the Bureau of Labor Statistics to make detailed 
wage studies through the industrial areas of the nation. Almost without 
exception, such variations in wage rates for the same job in the same in¬ 
dustry and/or area were found that the War Labor Board was forced to 
set as “going rates,” ranges or brackets instead of single rates. The sta¬ 
bilization program did much to eliminate these interplant differentials in 
given industries and areas. Nevertheless, even today variations in job 
rates between plants and industries in given areas not only exist, but 
are more common than otherwise. 

The implications of interplant differentials for economic theory will be 
explored in later chapters. Here it is essential to point out that the tradi¬ 
tional theorist has assumed that under competitive conditions wage rates 
for the same job in the same area will tend to be identical; that “under 
a free labor market different wage rates for the same kind of labor could 
not long exist”; and that “we have a real problem of different wage rates 
for the same work only when there is not a free labor market—when there 
is labor monopoly.” 24 

In actual fact, the exact opposite of these statements is more nearly 
correct. In the absence of unions, wage structures, like Topsy, just grow. 
The entrance of the union brings pressure for coherence. Union leaders 
learn from the workers that “mechanics over at the Jones Company are 
getting $1.10, but we are only getting $1.05.” Managements who receive 
these complaints discover the need to know what competitors are paying. 
The elimination of distress-causing interplant differentials is often a goal 
to both management and union leadership. 

Differentials between plant job rates, however, often are not easy to 
eliminate. In some cases, plants are known as “high wage firms.” These 
are the companies that try to pay higher than going rates. They may have 

** J. T. Dunlop, “American Wage Determination: Its Trend and Significance,” 
in Wage Determination and the Economics of Liberalism (Washington, Chamber of 
Commerce, 1947), pp. 42-43. 

24 F. R. Fairchild, Profits and the Ability to Pay Wages, Popular Essays on Current 
Problems (Foundation for Economic Education, 1946), vol. I, p. 16. 
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done so initially to keep out unions or to attract a superior type of labor. 
The advent of unionism has caused many concerns to question these high 
wage policies, but some still adhere to them. 26 Employees of such firms 
are likely to try to maintain their differentials; employees of other firms 
are just as likely to try to eliminate them by raising their, standards. Just 
such a case drew this comment from an experienced arbitrator: 

I don’t want to start an argument on this, but I sat on the Knoxville 
case. The Knoxville union contended we should level the scale up more 
closely to the Chattanooga scale, and in my award I think you will find 
a reference to the fact that I thought we ought to eliminate some of 
these pockets in the South. But now, if Knoxville claims you should level 
up to Chattanooga, and then the Chattanooga printers say we ought to 
maintain a differential over Knoxville—I mean, just where do we get 
off on that? 26 

Follow-the-leader situations are not the only reason for maintenance 
of interplant differentials. For wage negotiations, unions and employers 
often make surveys of plants to which they wish to be compared. Unions 
are likely to secure data from high wage concerns, employers from low 
wage ones. A compromise agreement may be hammered out putting the 
company between the two extremes. Differentials thus become rooted 
and difficult to alter. 

Another complicating factor which tends to maintain differentials is 
the lack of uniformity of job titles and job content. In the same industry 
or area, the same job title may be used for dozens of dissimilar operations. 
The War Labor Board found that it was impossible to make comparisons 
of interplant rates on the basis of job titles, but instead required detailed 
job descriptions and often sent investigators to plants in order to check 
on the descriptions as well. Even then, one could never be absolutely 
certain whether "Tool and Die Maker—A'’ and “Screw Machine Opera¬ 
tor—B” meant the same thing for the Jones Company as for the Smith 
Company. Yet workers and employers more often than not base their 
bargaining claims on simple job titles rather than detailed job content. 

Area Rates vs. Industry Rates 

Thus far we have assumed no conflict between area and industry 
rates. However, that is often not correct. The oil industry, for example, 
generally makes a practice of paying industry rates which are higher than 
those paid for other industries in oil producing or refining areas. In addi¬ 
tion, firms in steel, meat-packing, glass, automobile assembly, airframe 


85 R. A. Lester, Company Wage Policies (Princeton, Industrial Relations Section 
1948), p. 22. 

24 Statement of Professor (now Senator) Paul Douglas, quoted in How Collective 
Bargaining Works (New York, The Twentieth Century Fund, 1941), p. 77. 
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manufacture, rubber, and textiles “pay wages in line with the industry” 
rather than with the community in which the plants are located. 27 In 
many areas, of course, these industries are such important employers 
that their industry rate becomes the community rate. 

In the case of multi-plant companies, company wage policies are likely 
to supply area or even industry rates. General Motors pays the same 
basic scale for all plants. So do Ford and Chrysler, and many multi-plant 
concerns in rayon, aircraft, furniture, and oil among others. Standardiza¬ 
tion of product and operations, transfer of personnel, uniform job evalua¬ 
tion, and bargaining relations with the same union in all plants are some 
of the factors which induce multi-plant concerns to adopt company rates 
rather than community rates. 28 

Regional or national collective bargaining between unions and em¬ 
ployers’ associations also induces adherence to industry rather than com¬ 
munity rates. In some instances, however, industry uniformity is achieved 
under regional or national bargaining mainly for jobs peculiar to the 
industry. In other jobs, the effect of area rates may be strong. 29 

Regional Differentials 

In a country as large as the United States, regional wage differentials 
are of significant importance. For example, “the persistence of lower wage 
levels in the South has, among other things, influenced the pattern of in¬ 
dustry location and labor migration.” 30 In recent years, however, as Fig. 2 
shows, the relative wage position of the South has changed little. The 
percentage gap between manufacturing job rates in the South and in 
other regions was as wide in 1945-46 as in 1919. On the other hand, the 
Far West, traditionally a high wage area because of recurrent labor short¬ 
ages, saw its favored position decline in the period covered by the data in 
Fig. 2. 

Within any region, there is tremendous variation. A job-for-job com¬ 
parison, cutting across industry lines, exhibits a wide range of differentia¬ 
tion. Significant variations also occur if comparisons are made on the 
basis of skill or of city and country areas within regions. For example, in 
the South skilled workers have constantly been in a more favorable posi¬ 
tion than have other groups. The differentiations between skilled workers 
in the South and those in other areas as shown in Table 15 have always 


27 R. A. Lester, Company Wage Policies (Princeton, Industrial Relations Section, 
1948), p. 17. 

88 R. A. Lester, Company Wage Policies (Princeton, Industrial Relations Section, 
1948), pp. 18-19. 

29 R. A. Lester and E. A. Robie, Wages Under National and Regional Collective 
Bargaining (Princeton, Industrial Relations Section, 1946). 

50 Joseph W. Bloch, “Regional Wage Differentials: 1907-46,” Monthly Labor 
Review, 66:373 (1948). 
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been significantly less than regional differentiations between other groups. 
The reason appears to be discrimination against Negroes who are concen¬ 
trated in unskilled occupations in the South, and who receive lower wages 
for such work than do white workers. 


1907 

NORTHEAST 
SOUTH 
MIDWEST 
FAR WEST 

1919 

NORTHEAST 
SOUTH 
MIDWEST 
FAR WEST 

1931-32 

NORTHEAST 

SOUTH 

MIOWEST 

FAR WEST 

1945-46 

NORTHEAST 
SOUTH 
MIDWEST 
FAR WEST 

Fig. 2. Regional differentials in job rates have 
changed little in 40 years. (Source: U. S. Department of 
Labor, Bureau of Labor Statistics, Monthly Labor Review , 

66 (1948), p. 372.) 

“In contrast with the situation of men workers, the wage position of 
women in the South relative to the Northeast appeared to be substantially 
better in 1945-46 than during the earlier periods studied. In 1919, occu¬ 
pational earnings of women in the South were, on the average, about 
81 per cent of corresponding earnings in the Northeast, as compared 
with 88 per cent for men’s jobs. Women’s occupations were affected less 
than men’s by the subsequent widening of differentials, and, in 1931-32, 
were at about the same level, that is, approximately 73 per cent of north- 
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ern wage levels. The 1945-46 data indicated that the women’s group in 
the South was paid 87 per cent of comparable rates in the Northeast— 
a somewhat better position than that of men’s occupations (84 per cent). 31 

Table 15 

Median Regional Differences in Occupational Wage Rates in 
Manufacturing Industries, by Skill and Sex, 

Selected Periods* 

(Wage rates for corresponding occupations in the Northeast = 100) 


Occupational Category 
and Period 

Median Relation to Northeast 
(in Per Cent) 

South 

Middle West 

Far West 

All occupations 


j 


1907. 

80 

100 i 

130 

1919. 

87 

97 

115 

1931-32. 

74 

97 

113 

1945-40. 

85 

101 

115 

Men’s occupations 




1907. 

88 

100 

131 

1919. 

88 

98 

| 117 

1931-32. 

74 

97 

114 

1945-46. 

84 

102 

115 

Men’s skilled occupations 




1907. 

93 

99 

131 

1919. 

95 

98 

a 

1931 32. 

83 

90 

a 

1945-40. 

91 

101 

113 

Women’s occupations 




1907. 

a 

a 

a 

1919. 

81 

92 

a 

1931-32. 

73 

o 

a 

1945-40.. .. 

87 

98 

114 


* Source: Monthly Labor Review, 66:375 (1948). 

<* Number of occupations covered too small to justify selection of median. 


Table 16 shows the relative levels of straight-time hourly earnings in 
22 cities, 1945-46. In general it will be noted that the lowest wages were 
in southern cities and the highest in the Northeast and Far West. Never¬ 
theless, there was considerable inconsistency within each region. Thus 
Philadelphia and Boston were as close in relative position to some of the 
southern and border cities as they were to some of the cities in their own 
area. 


81 Joseph W. Bloch, “Regional Wage Differentials: 1907-46,” Monthly Labor 
Renew ,, 06:375 (1948). 
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Table 16 


Relative Levels of Straight-time Hourly Earnings 0 in 22 Cities, 1945-46* 


City 

Estimated Hourly 
Earnings , Average 
Factory Worker , 
October 19/+6 

Rank b by Average Hourly 
Earnings for Comparable Work 
in 4 Industry Croups 

Relative c 
(Median 
City = 
100) 

Rank b 

M anufacturing 

Monman 

ufacturing 

Bakeries , 
1946 

Metal- 
working , 
1946 

Retail 
Trade , 
1946 

Other, 

1946 

New York. 

120 

1 

4 

8 

8 

4 

Detroit. 

115 

2 

6 

1 

4 

8 

Los Angeles . 

no 

3 

5 

5 

5 

5 

Pittsburgh . 

110 

3 

8 

13 

12 

13 

Seattle . 

no 

3 

1 

2 

2 

2 

San Francisco . 

no 

3 

2 

2 

1 

1 

Portland, Ore . 

110 

3 

3 

4 

6 

2 

Cleveland . 

105 

8 

11 

6 

7 

6 

Chicago . 

105 

8 

7 

7 

3 

6 

Buffalo . 

105 

8 

11 

9 

17 

11 

Milwaukee . 

110 

11 

15 

10 

1 14 

10 

Philadelphia . 

100 

11 

10 

11 

9 

14 

Baltimore . 

95 

13 

16 

14 

18 

17 

Boston . 

95 

13 

13 

12 

12 

9 

Indianapolis . 

95 

I 13 

16 

16 

15 

15 

Minneapolis . 

95 

13 

14 

15 

10 

12 

Houston . 

85 

17 

16 

18 

11 

19 

Birmingham . 

85 

17 

21 

19 

19 

19 

St. Louis . 

85 

17 

8 

17 

16 

16 

Richmond . 

85 

17 

20 

d 

21 

18 

Atlanta . 

75 

21 

22 

20 

20 

19 

Memphis . 

75 

21 

19 

d 

22 

22 


* Source: Monthly Labor Review, 66:600 (1948). 

« Excluding premium pay for overtime and night work. 

h Where two or more cities rank equally, the highest rank has been assigned to all such cities and 
the intervening ranks between these and the next city are omitted. 

c For method of computing relatives see Monthly Labor Review , 66:602, note 6 (1948). 

d Insufficient data to justify presentation of rank. 

Cities paying high wages in one industry generally stood above aver¬ 
age in most other industries. Nevertheless, again there is considerable 
disparity in relative position from industry to industry within each city. 
In general, the metal-working industries brought up the averages of all 
the cities in which they were prominent. 32 As between industry groups, 

**L. M. David and H. Ober, “ Intercity Wage Differences 1945-46,” Monthly 
Labor Review , 66:599-604 (1948). 
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differentiations between the South and other areas vary widely. A careful 
study of southern wage differentials led to the following conclusions: 

1. There is tremendous and irrational differentiation in the average 
North-South differential. It is virtually non-existent in glass, aircraft, 
rayon, and bituminous coal as well as in the skilled trades. The North- 
South differential averages only 5 or 10 per cent of northern rates in auto¬ 
mobiles, oil, printing, railroad transportation, and cotton textiles. But it 
averages as high as 20 to 30 per cent of the average northern wage for 
comparable jobs in furniture, full-fashioned hosiery, rubber tires and 
tubes. There is no rational reason for this variation in the North-South 
differential, particularly when such related industries as oil, rubber, auto¬ 
mobiles, and aircraft have such different wage patterns. 

2. Within the same industry North-South wage differentials may vary 
widely. 

3. Wage differentials between firms within the same local areas in the 
South are generally considerably larger than the average North-South 
differential for comparable jobs in the cotton textile, furniture, and seam¬ 
less and full-fashioned hosiery industries. This is probably partially at¬ 
tributable to the lesser degree of unionization in the South. 33 

On the basis of these data one may conclude that most companies 
which operate in low wage areas like the South are apt to base their 
wage policy on rates paid in the locality. There are, however, significant 
variations. For example, many companies such as those in the glass in¬ 
dustry, aircraft production, and automobile industry pay uniform com¬ 
pany wages. There seems to be no rhyme or reason to company policy 
toward regional differentiations. Both the automobile industry and the 
rubber industry are dominated by a few large companies which have 
plants in both the North and South; both are organized by the CIO; and 
both have adopted uniform price policies for their products. Yet the auto 
industry by and large has adopted the policy of uniform company wages 
regardless of locality, whereas the rubber industry has based its wage 
policy on community rates with the result that there is a marked North- 
South wage differential in the manufacture of rubber tires. Parentheti¬ 
cally, it should be pointed out that available data tend to show that output 
per man-hour in terms of labor effectiveness in rubber tire production is 
not significantly different in the North and in the South. 84 

In general, union policy has opposed regional wage differentials. The 
United Mine Workers, for example, has succeeded in equalizing basic 
wage rates between the North and South Appalachian coal regions; the 
United Steelworkers has fought the differential between Birmingham, 

**R. A. Lester, “Southern Wage Differentials: Developments, Analysis and 
Implications,” Southern Economic Journal , 13:387-388 (1947). 

84 R. A. Lester, “Southern Wage Differentials: Developments, Analysis and 
Implications,” Southern Economic Journal , 13:388-389 (1947). 
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Alabama, and northern steel centers, but has not succeeded in eliminating 
it; and the automobile workers and rubber workers are devoted to elim¬ 
ination of southern wage differentials. 

On the other hand, many unions have not opposed southern wage 
differentials since they regard them as justified by certain circumstances. 
Because of a poor grade coal and higher transportation costs, the United 
Mine Workers continues to sanction wage differentials between the 
Alabama bituminous area and those of the Appalachian region; the Fed¬ 
eration of Dyers, Finishers, Printers and Bleachers of America has sanc¬ 
tioned differentials between Virginia and the New York metropolitan 
area. “ Local unions in companies or branches of an industry with high 
wage-paying ability have at times been reluctant to forego the possibility 
of exploiting their favorable position in order to maintain a uniform wage 
scale on a national, or even a regional basis.” 36 

The difficulty of organizing workers in the South, combined with the 
low wages of this area, has served as a brake on a number of North-South 
wage differentials. Unable to organize the South, the hosiery and the tex¬ 
tile workers have been forced to guard against raising the North-South 
differentials so high that a number of unionized mills w ould be driven out 
of business. The failure of the United Mine Workers to organize southern 
coal mines in the twenties almost destroyed the union. The northern 
mines were forced to break with the United Mine Workers in order to 
compete with the low wage South. In these cases the problem of the re¬ 
gional differential to the union is the problem of union and non-union 
competition. From the union point of view, this is precisely what regional 
differentials are likely to mean, especially when an industry or the general 
economic system is depressed. On the other hand when the union has 
organized high wage areas like the Far West, the problem may not be 
so severe, for the special localizational aspects of far western industry, 
which serves primarily a regional market, may mean that, like the west 
coast pulp and paper industry, it can pay higher wages than other parts 
of the country without damaging its market or without adversely affect¬ 
ing employment. 

Wage Cuts 

Union leaders are elected to secure economic benefits for their con¬ 
stituents. In depressed times, however, they may be faced with demands 
for wage decreases. Generally, unions oppose such demands or only yield 
to them with the utmost reluctance when employer bargaining power is 
obviously overwhelming. There are many reasons for this attitude, both 
economic and political. 


16 R. A. Lester, “Southern Wage Differentials: Developments, Analysis and 
Implications/' Southern Economic Journal , 13:389 (1947), 
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In the first place, “wage structures are bargained for in an essentially 
noncyclical time setting.” 36 Although unions invariably use the cost of 
living argument in inflationary times, they rarely rely wholly upon it. The 
logic of such reliance would be first, an admission that wages should rise 
only as much as the cost of living and therefore that no improvement in 
the real wages of workers would be possible; and second, that wages 
should be tied to a cost of living index. 

Both corollaries flout the realities of collective bargaining. To be sure, 
cost of living agreements providing for automatic adjustments as a par¬ 
ticular index fluctuates have frequently been made. They rarely endure, 
however, because “sliding scales are a substitute for collective bargaining. 
The union could not take credit for (upward) wage adjustments that were 
essentially automatic in character.” 37 On the other hand, political oppo¬ 
nents of union leaders would be quick to give full responsibility to those 
who negotiated an agreement which resulted in automatic downward 
adjustments. The much heralded cost of living agreement negotiated be¬ 
tween the General Motors Corporation and the United Automobile 
Workers in 1948 was accepted by the union reluctantly and only after 
strict limits as to possible downward adjustments were included, in addi¬ 
tion to further provision for permanent periodic “merit” increases. 

A basic reason for union opposition to wage reductions is that “there 
is no assurance that a given change in wages will be associated with a cor¬ 
responding change in labor cost, or with any predictable change what¬ 
ever.” 38 Unit labor cost and wage rates or earnings do not necessarily 
move together, and in various industries have frequently moved in oppo¬ 
site directions. The reason for this is that unit labor cost is a function of 
productivity (output per man-hour) as well as hourly earnings. Since pro¬ 
ductivity may be affected by numerous changes in technology, organiza¬ 
tion, human efficiency, and intensity of labor utilization, which unions 
can neither predict nor control, it is unreasonable to expect union leaders 
to attempt to give as much weight to the effect of wage cuts on labor 
costs as many economists and businessmen believe desirable. 39 

The other factors determining employment besides labor costs (con¬ 
sumer demand, selling price, per cent labor costs are of total costs) are 
likewise subject to considerable variation and uncertainty. The lack of 
knowledge, the indeterminability and general uncertainty of future devel- 

88 J. T. Dunlop, Wage Determination Under Trade Unions (New York, The 
Macmillan Company, 1944), p. 68. 

87 J. T. Dunlop, Wage Determination Under Trade Unions (New York, The 
Macmillan Company, 1944), p. 67. 

88 A. M. Ross, Trade Union Wage Policy (Berkeley, University of California Press, 
1948), p. 80. 

89 See A. M. Ross, Trade Union Wage Policy (Berkeley, University of California 
Press, 1948), chap. 4, for supporting data and arguments. 
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opments in all the variables explain to a great extent why unions resist 
wage cuts and attempt to bargain essentially “with an eye to non- 
cyclical circumstances.” 40 Practically speaking, a union leader can ill 
afford the political repercussions of negotiating a wage cut avowedly to 
decrease or to prevent further unemployment when neither he nor the 
employer can be at all certain that lower wages will have the hoped for 
result. 41 

Unions resist wage decrease demands in depressions also because wage 
policy, by and large, is made by the employed, rather than the unem¬ 
ployed union members. Even if there is reason on the part of the leader¬ 
ship to believe that the demand for the plant’s labor is elastic, the em¬ 
ployed members might prefer to pursue a wage policy of maximizing wage 
rates rather than employment. 42 This is clearly the policy of the United 
Mine Workers, and generally, of most railway and building trade unions. 

Finally, many unions prefer to maintain rates and wink at undercut¬ 
ting, kickbacks, and other forms of concealed reductions. Such concealed 
reductions are likely to become common as unemployment rises and 
competition for jobs increases. By permitting them to continue unmo¬ 
lested (and the union may be powerless to interfere if unemployment is 
severe), the union preserves its rate. This, in turn, eases the return to 
predepression standards once economic conditions improve and the union 
can crack down on underhand wage cutters. If, on the other hand, wage 
decreases have been negotiated, the road back is less smooth. 43 

“The quoted base rate is regarded by a trade union as a symbol of 
its achievements and except under special circumstances is defended very 
stubbornly against cyclical reductions.” 44 This not only explains why 
unions prefer to permit concealed reductions rather than to negotiate de¬ 
creases, but also accounts for union willingness to bargain away preferred 
working conditions in order to maintain the basic rate. 45 

Despite their firm opposition to wage cuts, unions have agreed to 
them on many occasions. There have been special reasons in nearly every 
case. Often it has been pressure of non-union competition. The American 
Federation of Hosiery Workers took a cut of 35 to 40 per cent in 1931 in 

40 J. T. Dunlop, Wage Determination Under Trade Unions (New York, The 
Macmillan Company, 1944), p. 68. 

41 This argument is developed in greater detail, with emphasis on the theoretic 
implications, in Chapters 15 and 16. 

42 J. Shister, “The Theory of Union Wage Rigidity,” Quarterly Journal of Eco¬ 
nomics, 67 :523-524 (1943). 

43 J. T. Dunlop, Wage Determination Under Trade Unions (New York, The 
Macmillan Company, 1944), p. 67. 

44 J. T. Dunlop, Wage Determination Under Trade Unions (New York, The 
Macmillan Company, 1944), p. 67. 

45 J. T. Dunlop, Wage Determination Under Trade Unions (New York, The 
Macmillan Company, 1944), pp. 67-68. 
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order to prevent almost complete elimination of union firms. The decrease 
had to be large enough so that the lower-paying non-union firms could 
not match it. 46 This agreement also included a new union shop provision, 
thereby increasing the leaders’ ability to carry it out, which they did 
despite some protest strikes. 

Another reason for unions’ accepting wage cuts is found in pressure 
from the unemployed. This makes itself felt in two ways. The unem¬ 
ployed members may believe that a wage reduction will increase their 
chances of employment. As their number grows, the pressure on the em¬ 
ployed members to accede increases. In addition, the existence of unem¬ 
ployment reduces the union’s bargaining power in negotiations. The fear 
that the unemployed will break a strike and that the employed will not 
hold out if a strike is called has impelled unions to agree to reductions. 

When a wage reduction appears inevitable, unions will attempt to se¬ 
cure some compensations. As already noted, the American Federation of 
Hosiery Workers secured the union shop in 1931. When the railroad 
unions agreed to a 10 per cent reduction effective February 1, 1932, they 
mitigated its effects by securing a corollary agreement that the reduction 
was to be temporary. This aided these unions no little to return to pre- 
1932 wages in 1934. 

Wage Rates, Earnings, and the Effect of Unions 

Essentially, unions bargain for wage rates, not earnings. There are 
some exceptions, of course*. The Musicians’ union frequently follows an 
intricate policy of bargaining both for a total annual wage bill, and the 
number of persons who are to share it. “ Nevertheless, the bargaining 
process is almost always directed toward an upward or downward change 
in a preexisting wage rate, and the greatest interest often centers on the 
magnitude of the change.” 47 Basically the reasons for this lie in the polit¬ 
ical nature of unionism, and the consequent need for union leaders to 
“produce” as much as rivals. 

The concentration of collective bargaining on wage rates does not 
mean that earnings suffer. The evidence may now be to the contrary. 
Until recently, data developed in the path-breaking study of Paul H. 
Douglas indicated the orthodox economic theory was correct in proclaim¬ 
ing the inability of unions to alter the distribution of real income, at least 
substantially. A reexamination of the Douglas data, and a careful analysis 
of the more comprehensive data now available led Dr. A. M. Ross to 
conclude that “real hourly earnings have advanced more sharply in highly 

46 S. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), pp. 353-356. 

47 A. M. Ross, Trade Union Wage Policy (Berkeley, University of California Press, 
1948), p. 46. 
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organized industries than in less unionized industries, in periods of stable 
or declining union membership as well as periods of rapid organization. 
No reason has been found to believe that the relationship is coinci¬ 
dental.” 48 Since Ross’ data were published, however, critics have found 
reason to doubt the validity of this conclusion, particularly because the 
periods studied are too short to distinguish the variety of casual factors 
affecting wages. 49 

Criteria in Wage Negotiations 

Little attention has been paid in this chapter to criteria used by labor 
and management in wage determination. The reason is that these criteria 
are basically rationalizations pressed into service to support demands 
which need justification. Changes in the eo£t of living, a basic minimum 
standard or budget, ability to pay, maintenance of take-home pay, 
changes in productivity, effect on consumer purchasing power, etc., are 
all frequently used by both labor and management, depending upon t heir 
suitability at a given time. Even arbitrators frequently write these criteria 
into opinions concocted to explain decisions already arrived at. 

That is not to say that criteria do not have their place in industrial 
relations. Man prides himself on his rationality. Explanations are needed 
to fortify needs, wants, or demands and to gain support for them. Every 
battle must have its slogans. The slogans should not, however, be con¬ 
fused with the practical realities of union-management wage determina¬ 
tion, however important they might be in crystallizing these realities in 
the form of policies. 


48 A. M, Ross, Trade Union Wage Policy (Berkeley, University of California Press, 
1948), p. 132; see chap. 6 for the full data and explanation thereof. 

49 Professor It. A. Lester has, e.g., expressed skepticism of both data and 
analysis. See his comment and Ross's reply, Quarterly Journal of Economics , 62:783- 
791 (1948). 
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Collective Bargaining—Scope and Breadth 


Collective bargaining between labor and management concerns itself 
with a multitude of matters beyond the traditional scope of wages and 
working conditions. We have already noted in Chapters 6 and 7 that 
unions are interested in a wide variety of factors which directly or indi¬ 
rectly concern wages and working conditions. Are there any limits to this 
union interest? Is there anything which is a purely employer or manage¬ 
ment function or prerogative? These questions are explored in the first 
part of this chapter. 

Related to the scope of collective bargaining within the plant is the 
breadth of bargaining in terms of area or units covered. In the second 
part of this chapter we shall examine the nature and causes of multi-unit 
bargaining—that is, collective bargaining involving a union or unions and 
two or more plants in the same negotiations. 

Unions and Managerial Prerogatives 

One of the several disagreements which marred President Truman’s 
ill-fated labor-management conference of 1945 involved the question of 
managerial prerogatives. Employer representatives demanded that labor 
agree to a “listing of specific management functions.” Union representa¬ 
tives refused “to build a fence around the rights and responsibilities of 
management on the one hand and the unions on the other.” 1 Except for 
the issue of union security, to which it is closely related, probably nothing 
in industrial relations produces so much emotional conflict, so much heat 
and so little light as that of managerial prerogatives and the relation of 
unions thereto. 2 

The Meaning of Managerial Prerogatives 

Managerial prerogatives mean many things to many people. For the 
most part, however, the term is usually used by the group in society who 
may be termed the “professional managerial class.” These are the man- 


1 U. S. Department of Labor, Division of Labor Standards, Bulletin No. 77, 
The President’s National Labor-Management Conference , Summary and Committee 
Reports (1946), pp. 56-57, 61. 

* Most light on this issue comes from Professor Neil Chamberlain’s fine book, 
The Union Challenge to Management Control (New York, Harper and Brothers, 1947). 
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agers of large corporations as distinguished from the stockholders who are 
the owners. They regard themselves as a group set apart from both labor 
and ownership. In a very real sense their concern with defining preroga¬ 
tives and functions is part of their struggle for status and recognition—a 
struggle which is as important to them as the struggle for recognition 
from management is to union leaders. 

Despite attempts of management to define its functions, one en¬ 
counters no clear pattern of practice. In Chapters 6 and 7, we found that 
unions have been able to recognize, control, or show an interest in, a wide 
variety of actual managerial problems which related to both the wage 
and non-wage aspects of collective agreement. Thus, unions assisted in 
advertising and distribution; affected price policies directly or indirectly; 
controlled or limited entrance to the trade; acted as employment agencies 
or otherwise controlled hiring; affected the rate of technological advance¬ 
ment and, therefore, affected management organization of the factors of 
production; and in other ways participated in what management tradi¬ 
tionally likes to consider its proper functions. Obviously, a definition of 
managerial functions which would have any real meaning would be very 
difficult. 

In large corporations where the managerial class is most clearly prom¬ 
inent as a distinct entity, the issue of managerial prerogatives is most 
intense. FoY the most part, these organizations were unionized not earlier 
than 1937. The issue of managerial prerogatives is, therefore, part of the 
problem of management and labor learning to live with one another. That 
the issue should be a live one fraught with emotion is also not surprising. 
For in a very real sense, the union is a management-regulating device. 
The entrance of the union involves, under any circumstance, a checkrein 
on the freedom of management to act as it pleases. It is not difficult, 
therefore, to understand the feeling behind such statements as “Protec¬ 
tion of management rights is not a matter of defending technical legal 
rights alone: it is simply and fundamentally a matter of protecting the 
freedom and authority that management must have if it is to discharge its 
responsibility of managing th£ business ” z 

If, however, one can understand or even sympathize with the emo¬ 
tional content of this viewpoint, one must also note that it is, in its logic, 
incompatible with collective bargaining. For the “freedom and author¬ 
ity ” which management wants to manage its business inevitably means, 
at one point or another, freedom and authority to act in matters in which 
the union cannot permit the employer to act if it is to remain in existence. 
Moreover, from a public policy point of view, it is difficult to understand 


8 Lee H. Hill and Charles R. Hook, Jr., Management at the Bargaining Table (New 
York, McGraw-Hill Book Company, 1945), p. 58. Italics are in the original. 
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why such freedom and authority should be restricted to a particular group 
of persons who may be defined as industrial managers. 4 5 

Instead of attempting to define managerial prerogatives, it might be 
better to realize that collective bargaining is a form of management in 
which workers through unions do actually participate in management. 
This is true despite the fact that most unions disclaim any desire to par¬ 
ticipate in management as vehemently as management denies the right 
of labor to participate in management. Looked at, however, in the light 
of the vast participation of unions through collective bargaining machin¬ 
ery in activities which directly or indirectly affect all phases of company 
management, there is already labor participation in management. The 
extent to which this participation is likely to expand or to which it is 
socially desirable remains to be seen. Nevertheless, it is difficult to dis¬ 
agree with the statement that “the roles of management and union in the 
large corporation cannot be defined by a differentiation of spheres of 
mutual or exclusive interest in the ope ration of the business.” 6 

Solution of the problem of the extent of union participation and in¬ 
fluence in management is one of the great problems of our time. Any 
attempt to delineate the respective functions of management and unions 
would not only fail to succeed; but in addition it would indicate a mis¬ 
understanding of the fact that the entire issue of managerial prerogatives 
is merely a surface manifestation of the central issue, namely the role of 
unions in our society. One may therefore agree with the view (often 
expressed in anger or sorrow by businessmen) that there are in fact no 
limits to union interests in management. Union penetration of former 
managerial prerogatives is likely to be greatest in the areas most closely 
associated with industrial relations. Personnel management is thus today 
much less a sole management function than is business finance. Since, 
however, industrial relations affect all aspects of a business, union interest 
in corporate financial methods should not be surprising. Nor is such 
interest new. The railroad unions, for example, have criticized financial 
methods of railroads, charging that they carried an oversized bonded in¬ 
debtedness which tends to siphon off earnings and thus to permit the 
railroads to plead inability to pay wage increases. Many other examples 
could be cited (as they have been in Chapter 7) involving production, 
sales,* engineering, and other management functions in which unions have 
taken an effective interest. 

The findings that there are, theoretically at least, no limits to union 
interest means that there are no purely management functions. That 

4 Neil Chamberlain, The Union Challenge to Management Control (New York, 
Harper and Brothers, 1947), p. 51. 

5 Neil Chamberlain, The Union Challenge to Management Control (New York, 

Harper and Brothers, 1947), p. 257. 
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implies neither that tomorrow may find unions sitting at managers’ desks, 
nor that union interest in management is either good or bad from a social 
point of view. What it does mean is that the logic of the situation often 
compels unions to take a broad interest in management; that this interest 
is often taken at management’s behest, but more often with management 
opposition; and that apparently this trend is likely to continue. And one 
reason why the trend is likely to continue is that multi-unit collective 
bargaining requires an ever-increasing union knowledge of, and interest 
in, the problems of the industry, or segment thereof, with which it is 
dealing. 

Multi-Unit Bargaining 

In a number of industries, collective bargaining is on a multi-unit 
basis, i.e., the bargain covers more than one plant. Such bargaining may 
take many forms. 6 One, for example, occurs when a single management 
controls two or more plants which are organized by a single national 
union. Negotiations between the United Automobile Workers (CIO) and 
the General Motors Corporation, between the United Steelworkers (CIO) 
and the United States Steel Corporation, or between the United Elec¬ 
trical, Radio and Machine Workers (CIO) and the General Electric 
Corporation are three of the best known examples of this type of bargain¬ 
ing. All three negotiations are between one management and one union, 
but they each establish basic wages and employment conditions for 
many separate plants throughout the country. Moreover, the settlements 
reached in these bargaining conferences, as was noted in Chapter 7, pro¬ 
vide the key wage bargains for the economy. 

A second type of multi-unit collective bargaining—and the type 
around which most discussion has centered—involves bargaining between 
one or more national unions and a representative of two or more manage¬ 
ments in a single industry. For discussion purposes, such bargaining is 
usually subdivided on a geographical basis into local, regional, and na¬ 
tional types. Local multi-unit bargaining is by far the most common. It 
occurs in service industries of many kinds, building construction, amuse¬ 
ments, retail stores, clothing, and many other industries in which the 
competitive market is predominately local. 

Regional multi-unit bargaining is frequently an extension of local bar¬ 
gaining to cover industries, the product market of which has expanded 
beyond a locality. Since collective bargaining tends to coextend with the 
product market, this development is to be expected. Among the industries 
in which regional multi-unit bargaining is common are pulp and paper, 


6 This section is based on an unpublished study prepared by H. R. Northrup for 
Industrial Relations Counselors, Ine. 
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lumber, nonferrous metal mining, maritime and longshore work, over-the- 
road trucking, textiles, and shipbuilding. 

In some cases it is not possible to distinguish clearly between local and 
regional bargaining. Thus the New York shoe market negotiations cover 
local metropolitan plants—Tut the local industry is really a regional one. 
Likewise, regional bargaining merges with national bargaining. Collective 
bargaining in anthracite coal is the best example. The entire industry is 
included, but it is all located in a relatively small region of Pennsylvania. 

The third geographic subdivision of multi-unit bargaining between one 
or more trade unions and two or more employers is national collective 
bargaining. Such bargaining is frequently termed “industry-wide” bar¬ 
gaining, but the latter term is inaccurate in most cases. For example, the 
national agreement between the Stove Manufacturers Protective and De¬ 
velopment Association and the International Holders and Foundry 
Workers Union (AFL) now covers less than 20 per cent of the stove 
industry. Even the widely known United Mine Workers bituminous coal 
industry negotiations or the bargaining in the railroad industry, each of 
which is national in scope and very inclusive, are not actually completely 
industry-wide. 

National collective bargaining is, of itself, divisible into two groups. 
One is the common type which is found in bituminous and anthracite 
coal, the various glass industries, pottery, stoves, railroads, and men’s 
and boys’ clothing. In these instances, a sizable segment of an industry 
throughout the country bargains with a national union or unions. Usually 
in such cases regional agreements, following the course of the product 
market, have expanded to national coverage. The gradual extension prior 
to World War I of bituminous coal bargaining from local areas to districts 
and hence to region-wide agreements, climaxed by the “central competi¬ 
tive field” agreements covering mainly Pennsylvania, Ohio, Indiana, and 
Illinois, the disintegration of this system in the 1920’s because the union¬ 
ized mines could not compete with the non-union southern mines, and 
finally the rise of national bargaining after 1934 afford the most vivid 
and well-known example of this development. 

Railroad history provides another example. Single railway system 
bargaining developed, under the impetus of union “concerted move¬ 
ments,” into regional conferences; thence, during World War I, when the 
federal government took over the railroads, national bargaining was 
adopted. It relapsed into regional bargaining in the early 1920’s, but 
national bargaining was again revived by the railroads in 1931 for the 
purpose of securing nation-wide decreases. Since then, national bargain¬ 
ing has continued. 

The railroad and bituminous coal situations have one significant dif¬ 
ference which derives from the structure of their respective unions. Bitu- 
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minous coal deals with one industrial union. Its negotiations settle mat¬ 
ters for all employees at one time. Railroads deal with twenty-odd craft 
unions. On most occasions the railroad unions have split into two, and 
more recently into three, groups. National conferences are held with each 
group by the carriers. A settlement with one group must be made with the 
demands of the others in mind, thus complicating bargaining no little. 

Quite different from the bituminous coal situation, or even the rail¬ 
road one, where most workers in an industry are involved in the national 
bargaining, is the second type of national multi-unit bargaining. Instances 
of this are found in the wire weaving, tile laying, sprinkler installation, 
elevator installation and repair, wallpaper, and retail butcher crafts. Here 
only one craft of workers in an industry is involved, but the bargaining 
is nevertheless national in scope. A small, well-organized craft, desirous 
of maintaining its standards throughout the country, and an important 
industry segment providing nationally used products and/or services par¬ 
ticipate in these multi-unit bargaining arrangements. 

The distinction between multi-unit bargaining involving a single union 
and a single company controlling many plants and multi-unit bargaining 
involving a union or unions and a group of employers is often blurred and 
sometimes varies from year to year. The history of basic steel negotiations 
is illustrative. In 1946 and in 1947 the United Steelworkers served iden¬ 
tical demands upon the various basic steel managements. In the former 
year, there appeared to be a good deal of collaboration among various 
managements. At least an impression of a united front through the Ameri¬ 
can Iron and Steel Institute was given. Publicity was coordinated and 
union demands apparently were jointly considered. 

In 1947, the situation was somewhat different. Although other mem¬ 
bers of the industry were probably kept informed, the negotiations which 
set the pattern were strictly between the United States Steel Corporation 
and the United Steelworkers. In 1947, negotiations lacked the nation-wide 
and industry inclusiveness of the previous year, when national collective 
bargaining was closely approximated. 

Rubber also affords an interesting example of variation in types of 
multi-unit bargaining. Immediately after World War II, a bargaining 
structure was developed covering the Akron plants of the Big Four rub¬ 
ber companies. 7 The Big Four negotiated jointly with the United Rubber 
Workers (CIO), but only for specific items, mainly wages, and only for 
Akron plants. Then under union pressure, company-wide negotiations 
were begun with three of the concerns in 1947, and the Big Four pattern 
dissolved. With the union apparently aiming for industry-wide coverage, 
and some of the companies opposed to multi-unit bargaining of any type, 
future developments are uncertain. 

7 Goodyear, Goodrich, Firestone, and U. S. Rubber. 
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The final type of multi-unit collective bargaining cuts across industry 
lines. In such cases, bargaining occurs between an employer association, 
or division thereof, representing numerous industries and the union or 
unions holding bargaining rights for the workers in these industries. Bar¬ 
gaining of this type has developed most fully in the San Francisco metro¬ 
politan area, and has spread to several other western cities and to the 
Territory of Hawaii. In San Francisco, the aggressiveness and scarcity 
of labor led employers to organize and bargain on an industry-wide 
basis as early as the “Gold Rush” days, but modern master agreements 
date from the union drives of 1934. Then the use of “whipsaw” tactics by 
unions—picking off employers one at a time in order to raise wages—led 
to the formation of the San Francisco Employers Council in 1938. Today 
the council supervises all negotiations for its members. 

The Hawaiian development is modeled to a large extent on the San 
Francisco experience. The facts that the most important union in Hawaii 
is the left wing International Longshoremen’s and Warehousemen’s 
Union with which the San Francisco council deals and that industry on 
Hawaii is dominated by five major concerns have both influenced the 
growth of territorial bargaining in Hawaii. 

The Extent of Multi-Unit Collective Bargaining 

Table 17 summarizes the findings of a survey as to the extent of 
multi-unit collective bargaining. Because of the variations within indus¬ 
tries, it has been necessary to include some industries under more than 
one heading. 

In the left-hand column titled “single company” are listed industries 
in which exist significant numbers of companies having several plants 
which deal on a company-wide basis with unions. These industries are 
mostly the so-called “heavy” or “basic” industries, characterized by 
large investments, mass production, and a small number of large multi¬ 
plant companies. 

The three center columns are devoted to multi-company, multi-unit 
bargaining. It will be noted that in only a few industries does national 
collective bargaining exist. This fact runs counter to what appears to be 
a general impression. It may be explained partly by the confusion of 
national collective bargaining with bargaining between single large con¬ 
cerns and large unions in such industries as steel, automobiles, and elec¬ 
trical products. 

Local and multi-unit bargaining embraces by far the greatest number 
of industries. Multi-industry bargaining, as in San Francisco, is confined 
to western areas and Hawaii. 

From this table, it is clear that multi-unit bargaining in the United 
States embraces an enormous portion of American industry and includes 
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Table 17 

Extent of Multi-Unit Collective Bargaining 


Single Company 


National 


Automobile 
Iron and steel (basic) 
Electrical supplies 
and equipment 
Farm equipment 
Office equipment 
Rubber 
Meat packing 
Rayon textiles 
Shipbuilding 
Woolen textiles 
Nonferroua metal 
manufacturing 
Tobacco (cigarettes) 


Anthracite coal 
Bituminous coal 
Railroads 
Pottery 
Flat glass 

Pressed and blown 
glass 

Glass containers 
Wire weaving 
Wallpaper 
Tile laying 
Sprinkler fitter in¬ 
stallation 

Elevator installa¬ 
tion and repair 
Retail store butchers 
Men’s and boys’ 
clothes 
Work clothes 
Stoves 


Multi-Company 


Regional 


Fishing 

Canning and pre¬ 
serving foods 
Lumber 
Pulp and paper 
Agricultural growing 
and harvesting | 
Clay sewer pipe 
Cement 

Maritime (all classes) 
Seamen 
Longshoremen 
Trucking (over the 
road) 

Nonferroua metal 
mining 

Nonferrous metal 
and product manu¬ 
facturing (except 
jewelry and silver¬ 
ware) 

Furniture 

Motion picture pro¬ 
duction 
Hosiery 
Cotton textiles 
Woolen textiles 
Dyeing and finishing 
textiles 
Shipbuilding 
Cotton garments 
Leather (tanned, cur¬ 
ried, and finished) 
Shoes 


Local Area 


Building construction 
Building materials 
Longshoremen 
Trucking (local de¬ 
livery) 

Warehousing 
Amusements and 
theaters 

Hotels and restau¬ 
rants 
Laundries 

Cleaning and dyeing 
service 

Building service 
Retail stores 
Department stores 
Charitable organiza¬ 
tions 

Radio parts assembly 
Metal job shops 
Machine 
Tool and die 
Pattern 
Foundry 

Steel products (non- 
basic) 

Jewelry and silver¬ 
ware 

Newspaper printing 
Book and job print¬ 
ing 

Women’s clothes 

Millinery 

Fur 

Leather products and 
gloves 
Shoes 

Confectionery prod¬ 
ucts 

Meat packing 
Dairy products 
Baked goods 
Malt liquors 
Beverages (nonalco¬ 
holic) 

Tobacco (cigars) 
Furniture 
Knit goods 
Silk and rayon tex¬ 
tiles 

Paper products 
(boxes, etc.) 

Garage maintenance 
men 


Multi-Industry 


San Francisco 

Tacoma 

Reno 

Sacramento 
Los Angeles 
Phoenix 
Denver 
Hawaii 
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a sizable majority of the 15,000,000 persons working under collective 
agreements. 

Union Organization for Multi-Unit Bargaining 

In most instances, the workers’ representatives in a multi-unit bar¬ 
gaining arrangement come from a single national union. In a local multi¬ 
unit situation, they may represent only one local union, e.g., a local of 
the Teamsters’ union which has contracts with delivery concerns in most 
cities, or the union may be represented by a “joint board” (garment 
trades), district council (painters), or by some similar coordinating group. 
The larger the unit, the more likely top national union officials will lead 
the union bargaining group, or will actually be the sole or principal nego¬ 
tiators, as they are in the coal and steel situations. 

When more than one union is involved in negotiations, an organiza¬ 
tion is frequently formed, composed of representatives of all participating 
unions, to handle collective bargaining. The railroad unions and those in 
the west coast pulp and paper industry are cases in point. The former, act¬ 
ing mainly through the Railway Labor Executives Association, appoint 
ad hoc committees and chief negotiators. The latter maintain a permanent 
organization, the Pacific ('oast Association of Pulp and Paper Mill Em¬ 
ployees, which is composed of most of the 22 locals of the Brotherhood of 
Pulp, Sulphite and Paper Mill Workers and of the 16 locals of the Brother¬ 
hood of Paper Makers that exist on the west coast. 

The American Federation of Labor’s “ Departments” are very active 
in multi-unit bargaining arrangements. The Building Trades Depart¬ 
ment, or its local branches, are usually the workers’ agents in multi-unit 
building construction bargaining. Likewise, in the Pacific Coast ship¬ 
building industry, the AFL unions act through the Metal Trades Depart¬ 
ment and its local and regional branches. 

Because most CTO unions are organized on an industrial basis, multi¬ 
unit situations in which they are involved do not generally encompass 
more than one organization. In some cases, however, jurisdictional rivalry 
and ideological strife have precluded cooperative union action which 
could expand multi-unit bargaining. Thus, the failure of the United Auto¬ 
mobile Workers (CIO) and the United Electrical, Radio and Machine 
Workers (CIO) to work together prevents them from submitting joint 
demands or bargaining jointly with the General Motors Corporation. In 
this same vein, the split in the labor movement between CIO, AFL, and 
independent unions, and the unwillingness of these various union groups 
to work together often narrows the extent or scope of multi-unit bar¬ 
gaining. In fact, the lack of unity in the American labor movement 
may prove the most effective bar to the future expansion of multi-unit 
bargaining. 
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Management Organization for Multi-Unit Bargaining 

Management organization for multi-unit bargaining is more varied 
than that of unions. In the single company, multi-plant type, for example, 
United States Steel, the company’s industrial relations department, or 
those responsible for industrial relations are, of course, the representa¬ 
tives of management. Where more than one company is involved, how¬ 
ever, management’s representatives may be anyone from a lawyer em¬ 
ployed by an ad hoc committee to a formal trade association with matiy 
full-time employees functioning throughout the year. 

In industries where multi-unit bargaining has had a long history, e.g., 
pottery, pressed and blown glassware, or full fashioned hosiery, a man¬ 
agement organization exists to handle negotiations. The garment trades 
feature numerous management bargaining associations based on the type, 
style, and price of the garment produced. A feature of the garment t rades 
is that, although the bargaining is between union representatives and 
those of the manufacturers, the results are equally binding on the con¬ 
tractors, who employ a large segment of employees in the industry, but 
who are not represented in the negotiations. 

The American Newspaper Publishers Association was originally or¬ 
ganized for the purpose of dealing as the representative of newspaper 
management with the International Typographical Union. Later after 
ANPA became a general trade association, it delegated its labor relations 
duties to a Special Standing Committee. The railroads established regional 
associations for collective bargaining in the early 1900’s after the brother¬ 
hoods inaugurated regional “concerted movements.” Since railway 
bargaining has become national, management bargaining committees 
have been selected from these regional associations, although on occa¬ 
sions the Association of American Railroads, a national trade body, has 
played a slight role in bargaining conferences. 

In 1946, the air lines established the Airlines Negotiating Conference 
to deal with the Air Line Pilots Association and possibly with other 
unions. In this case, multi-unit bargaining did not exist, but the em¬ 
ployers were represented by a common agent. Later, however, the airlines 
discontinued this organization. 

Some clay sewer pipe manufacturers bargain through a labor relations 
consultant. In some industries, a lawyer is, in fact, the multi-unit em¬ 
ployer representative, operating either informally through his office or 
formally through an association office. 

These are only a few of the many examples of the wide divergence of 
organization on the employer side. A striking fact is the looseness and lack 
of cohesiveness which features many multi-unit management bargaining 
agencies, often in sharp contrast to the unions with which they deal. 
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Reasons for Development 
of Multi-Unit Collective Bargaining 

The reasons for the development of the various types of multi-unit 
collective bargaining vary from industry to industry. Sometimes the 
union is responsible for initiating such bargaining. In other cases the em¬ 
ployers take the initiative. A recent poll by Executive's Labor Letter cover¬ 
ing 800 manufacturing plants which subscribed to the Letter found that 
58 per cent of negotiations leading to existing multi-unit agreements 
were initiated at the request of unions, 34 per cent at the request of man¬ 
agement, and 8 per cent by mutual agreement. 8 Since this survey did not 
include samplings of the building construction, service, or transportation 
industries, in all of which management initiative and preference have been 
strong factors in encouraging multi-unit bargaining, it is likely that the 
proportion of multi-unit agreements initiated by management and the 
proportion initiated by unions are not far apart. 

Equalizing wage costs has been an important reason why unions have 
supported multi-unit collective bargaining in such industries as railroads, 
the needle trades, and bituminous coal. In the railroads, for example, the 
brotherhoods found that the individual railroads were using the compe¬ 
tition of other lines as a reason for objecting to wage increases. They, 
therefore, initiated the so-called “concerted movements” by which they 
made identical demands on all the railroads in a region. Later this regional 
bargaining expanded to national bargaining, first during World War I 
when the government acted as the railroads’ sole owner; and then later 
in 1931 when the railroads revived it in order to get wage reductions 
throughout the country. 

Likewise, in local trades and service industries Kerr and Fisher found 
that in San Francisco “wage rates tend to be uniform when the industry 
is covered by a master agreement and diverse when it is not.” 9 

In the needle trades wages are the most important cost factor. Both 
the unions and the employers discovered at an early time that unionism 
could not exist unless it equalized wage costs. This resulted in market¬ 
wide bargaining in the various branches of the industry; since most mar¬ 
kets are local in scope, bargaining is local in scope. The exceptions are the 
men’s clothing industry which has expanded into a national bargaining 
situation, and the work clothes industries where the union label has in¬ 
duced various manufacturers throughout the country to enter negotia¬ 
tions with the United Garment Workers (AFL). 

* Executive*8 Labor Letter (May 13, 1947), p. 3. 

9 Clark Kerr and Lloyd H. Fisher, “ Multi-employer Bargaining—the San Francisco 
Experience,” in R. A. Lester and J. Shister (eds.), Insights Into Labor Issues (New 
York, The Macmillan Company, 1948). 
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The equalization of competition has played an important role in the 
development of multi-unit collective bargaining in lumber, pulp and 
paper, pottery, and the various branches of the glass industry. In some 
of these industries initiation came from the employers’ side. In such in¬ 
dustries as electronic manufacturing, the metal jobbing shops of various 
types, book and job printing, as well as others, the pattern is similar to 
that in the garment trades. Wages are a significant if not the most sig¬ 
nificant cost item, the plant labor force is small and the degree of compe¬ 
tition high. All these factors tend toward the development of multi-unit 
collective bargaining once the workers become unionized. 

In industries in which an employee typically works for more than one 
employer, multi-unit collective bargaining is virtually essential for both 
employer and union. These industries include the maritime trades, the 
building trades, and the needle trades. In such industries failure to equal¬ 
ize wages and working conditions would have the effect of permitting 
some employers to pay less wages to workers who also work for other em¬ 
ployers paying higher wages. Prom the union point of view this is an 
intolerable situation and it is equally so from the employer’s viewpoint. 
For example, in the building industry the low wage employer would be 
able to outbid high wage competitors and solely because the union allowed 
him a favorable rate. This would injure the union’s relations with the high 
wage employers and would cause serious dissatisfaction among the em¬ 
ployees of the latter. Hence the only solution from the point of view of 
both employer and union is multi-unit bargaining over the extent of the 
market. 

Multi-unit bargaining is stimulated in the building construction in¬ 
dustry by the practice of writing deadlines into contracts. Employers 
soon concluded that only by securing aid from the industry through local 
industry agreements could they survive when threatened with a strike 
and a costly deadline. 

Another reason why both unions and employers prefer multi-unit bar¬ 
gaining is that it eases contract enforcement. From the union point of view 
this is veiy important in such industries as building or trucking or in any 
others where the number of employees is small and the employees bear a 
very close personal relation to their employers. There is a tendency in 
such industries, particularly when work is slack, for the employer to ask, 
and often to receive, wage concessions from his workers and to keep the 
concessions secret from the union. This enables the employer to get more 
work at the expense of his competitors. It also, however, takes business 
from the more contract-conscious competitors, and threatens the entire 
union wage structure. Under a multi-unit arrangement such local deals 
are more difficult, especially since most arrangements contain explicit 
provisions providing for severe penalties for any deals or kickbacks. 
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In nearly every case in which multi-unit collective bargaining has been 
tried, ease of negotiations has been a result, if not a factor in bringing it 
about. Again, particularly in those industries like the building trades where 
there are scores of small employers, many craft unions, and, therefore, 
many contracts, the dismal prospect of spending the bulk of one’s time 
negotiating is a powerful spur toward multi-unit collective bargaining. 

Also in the case of small companies, particularly on the industry side, 
it has been found that multi-unit collective bargaining affords a method 
by which more highly skilled personnel and greater aid can be brought 
to bear in collective bargaining. Small printing, metal jobbing, or garment 
plants do not have the funds to employ high caliber industrial relations 
specialists. Through an association they can accomplish this and fre¬ 
quently form one for precisely that reason. 

One of the significant advantages which unions secure from multi-unit 
bargaining is protection against “ raiding” from rivals. Kerr and Fisher 
thus describe the situation: 

The National Labor Relations Board is charged with the responsi¬ 
bility for determining the appropriate unit for bargaining purposes and 
this determines the universe within which the employees vote to select 
their agent. ... A history of bargaining with an employers’ association 
with authority to bind its members ... is a virtual guarantee that the 
National Labor Relations Board will designate the multi-plant group as 
the appropriate unit. This is powerful protection against the incursion 
of a raiding competitor. When, as in a number of master agreements in 
the San Francisco area, the bargaining unit consists of in excess of one 
hundred plants, the task of organization for the rival union is virtually 
insuperable. It requires simultaneous organizing effort over an area 
much broader than the ordinary trade union can manage in order to 
show a majority of the employees of all the plant units voting for new 
representation. 10 

Railway labor relations are a good example of the importance of bar¬ 
gaining unit determinations and multi-unit bargaining. The National 
(Railway) Mediation Board consistently defines the bargaining unit to 
parallel the jurisdictional claims of the standard railways unions, and in 
addition, refuses to define a bargaining unit less than carrier-wide in 
scope. As a result rival unions must challenge the standard organizations 
on the latter’s terms. In rare cases, when such challenges have been suc¬ 
cessful, the challenging union finds its task almost impossible because 
terms and conditions of employment are in effect fixed by national bar¬ 
gaining between the standard unions and the carriers. Being unable to 
secure the better terms they promise in organizing campaigns, non-stand- 


10 Clark Kerr and Lloyd H. Fisher, “ Multi-employer Bargaining—the San Fran¬ 
cisco Experience,” in R. A. Lester and J. Shister (eds.), Insights into Labor Issues 
(New York, The Macmillan Company, 1948). 
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ard unions usually do not obtain permanent footholds in the railway 
industry. 11 * 

It should be pointed out that employers, as well as unions, favorably 
regard protection against rival unions afforded by multi-unit bargaining. 
The advantage to employers derives from the stability of relations and 
frequent moderation on the part of unions which feel sufficiently secure 
against rivals to display economic statesmanship. 

In the instances in which a highly skilled craft has bargained on a 
national or multi-unit basis, such as the wallpaper craftsmen or wire 
weavers, the main impetus appears to derive from the desire of the union 
to maintain its high standards throughout the market. Because the total 
cost of the particular craft in comparison with the total wage bill in a 
given instance is likely to be small and because the unions in such in¬ 
stances have a monopoly of the labor supply, employers do not generally 
oppose such multi-unit bargaining. Moreover employers sometimes even 
encourage it, because it assures them a supply of competent skilled labor. 

One of the most important reasons why employers have initiated or 
defended multi-unit bargaining is the protection it gives them against loss 
from strikes. In industries such as transportation, building construction, 
amusements, services, or occasionally retail trade, a strike can result in a 
loss of business which is never regained because the company deals in a 
perishable good or service. If the union can pick off employers of such 
industries one at a time, employers are, more often than not, helpless to 
prevent the union from achieving even the? most outrageous demands. On 
the other hand, by forming a common front the union power is blunted 
because a strike means a strike of the entire industry. This in turn results 
in a serious loss of employment to all union members, and perhaps even 
more important, no employer benefits from the loss of business of an em¬ 
ployer who is struck. The logical development of such a situation has 
occurred in the west coast maritime industry where strikes have been 
answered either by industry-wide lockouts or by the payment of benefits 
to struck concerns. 

In lumber, pulp and paper, and other operations where recruitment of 
labor is often a serious problem, multi-unit bargaining stabilizes wages 
and prevents workers from bidding one employer against another. In 
such industries, employers often favor multi-unit bargaining for this 
reason. 

Sometimes the development of multi-unit bargaining is encouraged 
by top union officials for the reason that it is likely to increase their con¬ 
trol over union affairs or at the very least to enhance their position within 


11 H. R. Northrup, “The Appropriate Bargaining Unit Question Under the Rail¬ 
way Labor Act”; Quarterly Journal of Economics , 60:250-269 (February 1946). 
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the union. The wider the bargaining unit the more important that the 
bargaining be conducted by the national officials. Hence the tendency 
toward wider bargaining units is also a tendency toward greater national 
control in the unions. 

Occasionally multi-unit bargaining results more or less by accident. 
Industries, for example, which have dealt for many years under multi¬ 
unit bargaining arrangements with the Teamsters’ union tend also to 
conduct their relations with other employee groups on that basis. The 
bakery industry and the milk distribution industry are good examples. 

The accident of location is also important. Multi-unit bargaining is 
more common on the Pacific Coast than in any other area in the United 
States. The importance of the maritime and lumber industries and the 
historical shortage of labor in that area have probably been important 
factors. But the development of a city-wide multi-unit system in San 
Francisco has encouraged a similar development in other west coast cities 
and in Hawaii, which probably would not have occurred had those cities 
not been so close to San Francisco. 

Finally there is a strong philosophical or psychological element which 
is sometimes decisive. The automobile situation is illustrative. The strong 
opposition of the General Motors Corporation to a multi-unit bargaining 
system which would include other companies appears to be based on a 
philosophy which runs directly counter to the philosophy of the leaders 
of the UAW-CIO who have long pressed for an industry-wide arrange¬ 
ment. On both sides the logic of the situation does not appear to be as 
important as the philosophical predisposition of the contenders. 




Union Institutionalism and the Scope of Union Activity 


Besides engaging in collective bargaining, trade unions have provided 
broad welfare, recreational, and educational activities for their members 
and have established a variety of institutions for one reason or another. 
In addition trade unions have engaged in politics as was pointed out in 
Chapter 2. This chapter analyzes various union institutional activities, 
presents a categorization of unions based upon functions, and raises some 
questions concerning the tendency of unions to expand their activities 
far beyond their economic base. 

Workers’ Education 

Workers’ education has never been conducted by unions on a scale 
comparable to the workers’ education movement in other democratic 
countries. The reason quite clearly is that unions in the United States 
have concentrated to a large extent on securing free public education for 
all people with the result that there has been no need for union activity 
in this field. For the most part, therefore, workers’ education in the 
United States has concentrated its efforts on teaching members of unions 
labor history, the techniques of collective bargaining, and other subjects 
designed to further union activity. The most important exception has 
been in the case of the garment workers’ unions, particularly the Inter¬ 
national Ladies Garment Workers’ Union. They have developed very im¬ 
portant education programs, principally because the members of these 
unions—who were originally mostly European immigrants—were keenly 
desirous of securing educations which they had not obtained abroad and 
considered the union the most friendly and best fitted instrument to serve 
this purpose. 1 

The educational program of the International Ladies Garment Work¬ 
ers’ Union provides its members with the opportunity to learn almost 
everything from painting and sculpturing to English composition and 
labor history. Nearly every local union of any size in the organization has 
an educational director and educational committee. Approximately 800 
classes in musical, recreational, and dramatic groups function annually 
with a total membership that ranges from 15,000 to 25,000 or approxi- 

1 H. A. Millis and R. E. Montgomery, Organized Labor (New York, McGraw-Hill 
Book Company, 1945), pp. 325-333. 
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mately 10% of the union’s membership. The height of the union’s cultural 
program was achieved from the fall of 1937 until late in 1940 when the 
musical review, Pins and Needles , written and presented by the ILGWU 
amateur dramatists played to capacity audiences on Broadway and 
throughout the country. 2 The other garment trade unions have also 
sponsored intensive educational programs although not as spectacular as 
that of the ILGWU. 

In recent years a new movement has developed which promises to 
further worker education through cooperation between universities and 
trade unions. A number of universities have established union-manage¬ 
ment centers, part of the task of which is to aid unions in educational 
activities. Two-week institutes for labor union members have become 
fairly common in universities throughout the land during the summer 
months. The emphasis in these courses is definitely on labor relations 
rather than on more general subjects. The hope has been to teach tech¬ 
niques and methods of collective bargaining and elements of labor law 
to those who participate. 

Also in recent years a number of bills have been sponsored, but not 
as yet passed, in Congress to establish a labor education service similar 
to many of the programs which now are devoted to farmers by the De¬ 
partment of Agriculture. Should these bills become law, a greater par¬ 
ticipation in labor education on the part of the rank and file union member 
would be possible. 


Unions and Social Welfare Service 

Social welfare programs have a historic trade union base. Many 
unions, particularly those among railway employees, were originally 
organized as fraternal and beneficial societies, and were built not only 
around a collective bargaining program, but also around a union insur¬ 
ance fund. 8 The Big Four railway brotherhoods—the Brotherhood of 
Locomotive Engineers, the Brotherhood of Locomotive Firemen and 
Enginemen, the Order of Railway Conductors, and the Brotherhood of 
Railroad Trainmen—to this day operate mutual life insurance companies 
which are important adjuncts of their primary collective bargaining 
functions. 

Union Benefit Programs 

In the latter part of the nineteenth century, unions also began the de¬ 
velopment of welfare programs. In 1893 the Journeymen Barbers’ Union 
developed the first union sick benefit plan adopted by an affiliate of the 

* Joel Seidman, The Needle Trades (New York, Farrar and Rinehart 1942) 

pp. 281 - 282 . 

* See E. C. Robbins, The Railway Conductors (New York, Columbia University 
Press, 1914), for an account of how one railroad union operated exclusively as a 
beneficial society and opposed collective bargaining for the first 25 years of its existence. 
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American Federation of Labor. By 1903, 28 AFL unions had followed 
suit. Death benefit programs were much more numerous and unemploy¬ 
ment benefit plans were also being sponsored by unions at this time. All 
these programs were union financed and union administered. They did 
not develop in collective bargaining nor did they directly concern labor- 
management relations. 4 * 

The unions affiliated with the American Federation of Labor thought 
of their social welfare programs as adequate substitutes for governmental 
social insurance. Indeed, as noted in Chapter 2, one of the basic reasons 
why social security was adopted at a later date in the United States than 
in other democratic countries was that organized labor in America joined 
forces with employers in opposing it. 

During the 1920 , s employers in the United States adopted widespread 
welfare programs. This was part of the so-called “American plan” 
whereby employer groups hoped that the need for unions could be avoided 
by establishing management-directed welfare and fair employment stand¬ 
ards. 6 Realizing that the AFL program of union-sponsored welfare plans 
was inadequate, Gompers tacitly approved employer welfare programs 
but sought to bolster the AFL’s position by the establishment of the 
Union Labor Life Insurance Company, a mutual concern run by AFL 
officials which sold group benefits to unions (as well as to other groups). 
The great depression of the 1930's, however, proved the inadequacy of 
most trade union and employer social welfare programs and forced the 
Federation to abandon its long opposition to government social security 
and minimum wage legislation. 

The new unions formed during the thirties made few, if any, attempts 
to develop welfare programs of their own prior to World War II. More¬ 
over, the tendency of the older unions was often to curtail the operation 
of their benefit plans in view of their proved actuarial inadequacy. The 
two exceptions were the continued promotion of sickness and life insur¬ 
ance by the Amalgamated Association of Street, Electric Railway and 
Motor Coach Employees (AFL), the first union to secure the incorpora¬ 
tion of an employer-financed sick benefit plan in a collective agreement; 
and the changeover of an unemployment insurance fund, first inaugurated 
in 1923 through collective bargaining, to a social benefit fund by the Chi¬ 
cago Joint Board of the Amalgamated Clothing Workers (CIO). 6 


4 The literature on union welfare programs during this period is quite extensive. 
See, e.g., J. B. Kennedy, Beneficiary Features of American Trade Unions (Baltimore, 
Johns Hopkins Press, 1908); United States Bureau of Labor Statistics, Bulletin 
No. 465, Beneficial Activities of American Trade Unions (1928); and M. W. Latimer, 

Trade Union Pension Systems (New York, Industrial Relations Counselors, 1932). 

6 See M. W. Latimer, Industrial Pension Systems , 2 vol. (New York, Industrial 
Relations Counselors, 1933). 

9 Helen Baker and Dorothy Dahl, Group Health Insurance and Sickness Benefit 
Plans in Collective Bargaining (Princeton, Industrial Relations Section,, 1945), p. 16. 
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The World War II wage stabilization program brought about a radical 
change in union welfare concepts. Whereas in 1942, the U. S. Bureau of 
Labor Statistics could report that “there are relatively few formal sick¬ 
ness-insurance plans in effect at the present time and reference to them 
occurs very rarely in union agreements/’ 7 that agency found that “more 
than 3 million workers . . . were covered by some type of health, wel¬ 
fare, and/or retirement benefit plan under collective bargaining agree¬ 
ments by mid-1948.” 8 Unions concentrated their efforts during World 
War II where the law permitted. The National War Labor Board de¬ 
clined as a rule to order the institution of a welfare plan, but it would 
approve such plans if voluntarily arrived at. With employers anxious to 
hold their manpower, and with the costs to the employer of a welfare 
program deductible as an expense against taxes, agreements for welfare 
programs were relatively easily secured during the war. 9 

Generally, the modern union welfare program includes provisions for 
health, sickness, and hospital payments financed by contributions by 
employers and in some cases by employees as well. Interest in pensions 
is increasing. Some plans are operated by insurance companies or the Blue 
Cross; others by unions or by unions and employers jointly. New plans 
must be jointly administered to conform with the Taft-Hartley Act. 10 

In details, the modern union welfare plan is substantially different 
from the pre-1932 version. In the first place, unlike benefit plans pro¬ 
moted by Gompers, the money for the support of the current welfare pro¬ 
grams is contributed substantially if not entirely by management. Fur¬ 
thermore, the modern plans in contrast to those of the past are a subject 
of collective bargaining and part of the collective agreement. And, of 
course, the modem plans are mostly concentrated on the health and sick¬ 
ness aspects, and are governed much more by sound actuarial practice 
and good administration than those of former years. 

The concentration of unions on health and welfare programs, while 
initiated by wartime wage stabilization, is fundamentally the result of 
the backwardness of the federal social security system. Failure on the 
part of government to supply protection against loss of earnings because 

7 U. S. Bureau of Labor Statistics, Bulletin No. 686, Union Agreement Provisions 
(1942), p. 200. 

8 E. K. Rowe and A. Weiss, “Benefit Plans Under Collective Bargaining,” Monthly 
Labor Review, 67:229 (1948). 

9 H. Baker and D. Dahl, Group Health Insurance and Sickness Benefit Plans in 
Collective Bargaining (Princeton, Industrial Relations Section, 1945), pp. 17-30, 

10 For a description of these plans, see II. Baker and D. Dahl, Group Health 
Insurance and Sickness Benefit Plans in Collective Bargaining (Princeton Industrial 
Relations Section, 1945), pp. 31-89; Adolph Held, “Health and Welfare Funds in the 
Needle Trades,” Industrial and Labor Relations Review , 1:247-263 (January 1948)- 
and Robert Rosenthal, “Union-Management Welfare Plans,” Quarterly Journal of 
Economics, 63 ;64r-94 (November 1947), 
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of sickness and the failure of payments under existing social security 
legislation to keep pace with an inflationary rise in the cost of living have 
created the demand which unions are meeting for their members. Un¬ 
doubtedly, many unions have been able to provide their members with 
health service beyond that which would be possible under federal health 
insurance. The effect of union welfare programs on federal health insur¬ 
ance is, however, once more of serious concern. 

Today, nearly all unions support, sincerely and thoroughly, compul¬ 
sory federal health insurance. Moreover, most unions have insisted that 
their welfare programs are mere stopgaps until a federal program is in¬ 
augurated. 11 Nevertheless, the net result of union plans may be to weaken 
the drive for improved social security and federal health protection. As 
summed up by a recent observer: 

Union leaders, it appears, are not interested in developing private 
group sickness and accident insurance in order to avoid public health 
insurance. However, one fact seems certain: that so long as there is no 
comprehensive federal program, unions will attempt to maintain plans 
now in effect and where possible extend such plans to new industries. In 
turn, this may mean that the more welfare plans iri effect, the less union 
pressure there will probably be for a federal program, since the need 
for such a program will be less evident among union members. In line 
with this, there is evidence that some employers have established welfare 
funds with the intent of heading off a comprehensive social security act, 
as embodied in the 1945 Wagner-Murray-Dingeil bill. 

Similarly, a number of union representatives have suggested that 
insurance companies are interested in giving the best possible terms in 
group insurance policies in order to prove that private insurance can 
meet the need and that public insurance is unnecessary or more expen¬ 
sive. Public hearings on health insurance, as well as the personal com¬ 
ments of executives, indicate that many employers and insurance com¬ 
panies desire a more extensive trial of private insurance before resort to 
legislation. 12 

In the long run, however, one may well question the sufficiency of 
union-management welfare programs even for organized workers. Many 
unions already are worried about this problem. For ultimately, these 
plans must depend upon the profitability of industry for their success. A 
severe depression could, therefore, disrupt present welfare programs even 
though their administrative and actuarial policies are sound. The net 
result would undoubtedly concentrate union energy directed at welfare 
projects upon federal legislation. 

11 See the statements reproduced R. Rosenthal, “ Union-Management Welfare 
Plans/' Quarterly Journal of Economics , 63:86 (November 1947). The main exception 
to this rule is John L. Lewis who regards the miners' welfare fund as preferable to 
federal insurance. 

12 R. Rosenthal, “Union-Management Welfare Plans/' Quarterly Journal of 
Economics , 08:86-87 (November 1947). 
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Unions as Social Work Agencies 

Union participation in social work activities has developed consider¬ 
ably in recent years on two fronts: participation in fund raising and Com¬ 
munity Chest activities; and use of professional social work, particularly 
on a referral basis. 

With the beginning of the World War II defense period, the AFL and 
the CIO both began raising funds for overseas war relief, the latter 
through the National CIO War Relief Committee, founded in 1941 under 
another name. In the spring of 1942 a committee representing Community 
Chests and Councils, Inc., approached the representatives of the two 
groups from the ranks of labor, asking that their campaigns on behalf of 
the war causes be consolidated with local chest campaigns across the 
country. The need was presented for complete unity in every community 
if wartime obligations were to be met. The proposal was accepted, and the 
combined campaigns in the fall of 1942, as well as the subsequent cam¬ 
paigns under the National War Fund in 1943, 1944, and 1945, were given 
wholehearted support by organized labor. All contributions were made to 
the local campaign organizations, and funds were transmitted from these 
local groups to the beneficiary agencies. Nationally, certain projects in 
British, Russian, and Chinese relief organizations were sponsored by 
labor, and amounts in these budgets were set aside for these purposes. 
This carried to a proper conclusion the interest of labor in particular 
programs of service. The necessary budget for the staff and expense of 
these two labor committees in their work in behalf of the joint campaigns 
was carried as a part of campaign expense. 

Cooperation with the National War Fund led to a somewhat similar 
arrangement between the union groups and the American Red Cross dur¬ 
ing the war years in promoting the annual war emergency appeals. It also 
resulted in labor participation in Community Chest operations. Labor 
representatives have been appointed to chest and agency boards in in¬ 
creasing numbers throughout the country. 13 The Red Cross-labor part¬ 
nership ended with the war, however, after disagreement as to the role 
of labor and the extent of labor participation in policy making. 

During the war, a number of unions established referral systems to 
aid their members in coping with the difficult social problems of that 
period. In some instances, such as in Detroit 14 or in Brooklyn, special 
offices were opened in union headquarters and staffed by professional 
social workers who provided free, expert counseling and referral service. 

13 Ellie Gutman, Labor Participation in Planning Social Services , Master's thesis 
(New York School of Social Work, Columbia University, 1945). 

14 For the Detroit experience see Ben Rubenstein, “ Organized Social Work at a 
New Frontier,” The Compass , 25:11-15 (November 1943). 
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The union which has adopted the most complete social work program 
is the National Maritime Union (CIO). In collaboration with the United 
Seamen's Service, the NMU employed professional case workers and a 
staff of assistants for the specific purpose of providing social work services 
to its members. After the war when the expense for this program was no 
longer forthcoming from the United Seamen's Service, the NMU con¬ 
tinued the program for its members until it found such services too ex¬ 
pensive to operate. 

The fact that the NMU provide the most thorough social work serv¬ 
ice of this character is, of course, not difficult to understand. Seamen 
being absent from home for long periods have many problems which are 
clearly best adjusted with the aid of professional guidance and which are 
not found, at least in such sharp focus, among other employee groups. 15 

Cooperative Business Enterprise 

At various times during the history of the labor movement, unions 
have been interested in establishing cooperative business enterprises. 
Workers' cooperatives are of two different types—producers' and con¬ 
sumers' cooperatives. The former have been regarded by some unionists 
as the ultimate goal for which trade unions ought to strive. But this view 
which has been shared by intellectuals and philanthropists has not been 
significant since the middle of the nineteenth century. In most cases the 
enthusiasm for producers’ cooperation has been destroyed by the prac¬ 
tical difficulties involved. Workers not being market or production experts 
have often found that running a business is a difficult matter for which 
special knowledge is often needed. 

The lack of enthusiasm on the part of the unions in recent years for 
producers' cooperative organizations is also attributable to the fact that 
a fundamental cleavage may arise between the workers engaged in the 
cooperative experiment and those employed in competing capitalistic en¬ 
terprise. For example, if the cooperative employees by one method or 
another reduce costs and take business away from the shops in which 
other union members are employed, then the union might be compelled 
to decide whether it is to concentrate on expanding cooperative enter¬ 
prises or on raising the wages or bettering the conditions of those em¬ 
ployed in the capitalistic plants. 

In recent years the main attempts of unions to establish producers' 
cooperatives have been in connection with strikes or technological devel¬ 
opment. A number of unions have opened temporary establishments to 
provide work for their employees who are on strike or have established 

15 For an account of some of the social work problems of seamen, see Constance 
Kyle, “Case Work in the National Maritime Union,” The Family , 25:217-223 
(October 1944). 
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plants in order to permit craftsmen whose skills are outmoded to continue 
to utilize them. In both cases the cooperative is a short run device and is 
discontinued when its purpose has been served. 

Consumer cooperatives have received the support of most labor unions 
in the United States but the extent and importance of labor participation 
is not great. Indeed, in no other democratic country has labor been less 
interested in establishing consumer cooperatives than in the United 
States. The high cost of living since World War II has stimulated a 
number of unions to establish cooperative grocery stores, but, as in past 
years, this is likely to be a temporary development resulting from pe¬ 
culiar conditions and is probably not indicative of a trend. 

The failure of unions to establish cooperatives in the United States 
as their sister organizations have done in England, Sweden, and other 
democratic countries is primarily attributable to the success of capitalistic 
enterprise in the United States in keeping down prices. For example, 
chain stores have been able to sell food stuffs cheaper than cooperatives 
in many localities. In addition the population in the United States is 
more mobile, particularly in urban areas, than that in many European 
countries and a basic requirement of successful cooperation is a respon¬ 
sible, stable membership. Finally, unions in the United States feel that 
they dare not risk their funds, which are needed for the primary purposes 
of unionization, to establish consumer cooperatives which in the past have 
had a high rate of mortality. 16 

Cooperative Housing 

Few unions in the United States have promoted cooperative housing. 
Prior to 1933 such union attention as was directed toward housing was 
primarily aimed at aiding workers to finance individual houses; since then 
union housing interest has been concentrating on pressuring government 
to expand public housing projects for the low income brackets. 

The main exception to this rule has been the program of the Amalga¬ 
mated Clothing Workers in New York City where the union houses 
861 families in cooperative apartments. In addition the American Fed¬ 
eration of Hosiery Workers has sponsored apartments in Philadelphia 
which, however, were built by the United States Public Works Adminis¬ 
tration. Undoubtedly, the high investment required for constructing 
urban dwellings, and the expense of necessary upkeep will continue to 
discourage unions from attempting to enter the building field. 17 


16 H. A. Millis and R. E. Montgomery, Organized Labor (New York, McGraw-Hill 
Book Company, 1945), pp. 336-341; and Albert Rees, “Labor and Cooperatives: 
What’s Wrong/’ Antioch Review, 6:327-340 (1946). 

17 H. A. Millis and R. E. Montgomery, Organized Labor (New York, McGraw-Hill 
Book Company, 1945), pp. 341-343. 
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Cooperative Financial Enterprises 

Trade unions have been interested in two types of cooperative finan¬ 
cial enterprises: credit unions and labor banks. The former cooperative 
organizations, which issue shares in small denominations and require each 
member to own at least one share, lend funds to members in small 
amounts at low interest rates. The first labor credit union was established 
in 1915 and in 1938 the Bureau of Labor Statistics found 66 credit unions 
which limited their membership to members of specified labor organiza¬ 
tions. In addition many other credit unions included union members. 
These are usually sponsored by unions in conjunction with other groups. 18 

Credit unions have performed an excellent service in rescuing union 
members from loan sharks and other exorbitant interest rate lenders. On 
the other hand there is a danger that intraunion politics may determine 
whether or not loans are granted. In view of the fact that labor credit 
unions have had a good record of stability, however, this danger does not 
seem to have been very serious. 

Labor banks—that is banks controlled by unions or groups of unions 
—once attracted widespread attention in the United States, but that in¬ 
terest has all but disappeared today. The first labor bank was established 
by the Machinists’ union in 1920, but it was the Brotherhood of Loco¬ 
motive Engineers which went into banking with the greatest enthusiasm. 
That organization established no less than 11 banks and for a time paid 
more attention to banking and special enterprise than to the primary 
function of collective bargaining for which it was established. The col¬ 
lapse of the Engineer financial empire in 1927, with disclosures of ineffi¬ 
ciency and extravagance, gave the labor banking movement a blow from 
which it never recovered. In 1941 only 4 labor banks existed, 2 of which 
are owned by the Amalgamated Clothing Workers, as compared with 36 
in 1925 when the movement was at its apex. 

The motives of labor unions for entering the bank business were many. 
Some enthusiastic unionists thought that labor could thus drive a wedge 
into financial empires, secure a voice on the board of directors of industry 
and force the recognition of the aspiration of unions. Others thought that 
labor banks could finance strikes or help union employers over a period 
of financial strain and thus protect collective bargaining. Most of these 
high hopes were unfounded, if not, in retrospect, a little ridiculous. The 
banks of the Amalgamated Clothing Workers in Chicago and New York, 
two of the four which have survived, have been managed by experienced 
banking personnel employed by the union, have made safe investments, 
make no loans to men’s clothing firms, give no special considerations to 

18 H. A. Millis and R. E. Montgomery, Organized Labor (New York, McGraw-Hill 
Book Company, 1945), p. 342. 
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union officials, and have generally refrained from any of the speculations 
which proved the downfall of most labor banks. The main services to 
workers of the Amalgamated banks are small loans at low interest rates. 19 

A Functional Categorization of Unions 

Although trade unions in the United States are nearly all interested 
in raising wages and improving working conditions, the methods they Use 
and the other functions which they undertake permit a broad categoriza¬ 
tion of unions which is an aid as a frame of reference in understanding 
union policies and the policies of industrial management which are 
adopted in response to union challenges of management control. The 
various categories are not mutually exclusive and many unions can be 
properly placed in several categories. 

Business Unions 

Business unions are those which are interested in improving wages, 
hours, and working conditions and which are uninterested in subsidi¬ 
ary functions such as educational programs, cooperatives, etc. Business 
unions accept the capitalistic system and are much more conscious of their 
duties to the union members than to the working class as a whole. Business 
unionism is typified by the building trades unions and is generally more 
prevalent, at least in its more exclusive forms, in the craft than in the 
industrial unions. Of all the types of unions, business unions are, as the 
name implies, more likely to approximate a business organization which 
is dedicated to maximizing profits as a primary objective. 20 

Uplift Unionism 

Uplift unionism is more idealistic and friendly than business unionism. 
The typical uplift union is interested in the extracurricular lives of the 
members whereas business unions feel their duty is done when they ne¬ 
gotiate and police the collective agreement. Uplift unionism sponsors edu¬ 
cational programs, fraternal and beneficial societies, and often maintains 
a broad social base which identifies it with reform and radical movements. 

Two subcategories of uplift unionism may be recognized—the first 
might be called “educational.” This is typified by the garment trade 
unions with their broad educational programs which have arisen out of 
their memberships , needs and desires for further educational and cultural 
opportunities. The other subcategory may be termed “fraternal” and 


19 H. A. Millis and R. E. Montgomery, Organized Labor (New York, McGraw-Hill 
Book Company, 1945), pp. 344-352; and Industrial Relations Section, Princeton 
University, The Labor Banking Movement in the United States (1929). 

10 R. F. Hoxie, Trade Unionism in the United States (New York, Appleton, 1924), 
pp. 31-53. This analysis is an amplification of Hoxie's path-breaking work. 
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“beneficial.” This is typified by the railroad brotherhoods, with their fra¬ 
ternal aspects which resemble masonic lodges, with their active women’s 
auxiliary organizations around which much of the members’ social lives 
are built, and with their large insurance and benefit departments. 

It should be emphasized that the uplift unionism of the garment and 
railroad unions in no way lessens the interest of these organizations in 
better wages and working conditions. They are business unions; the sig¬ 
nificant point is that they are more than business unions. 

Political Unionism 

Political unionism is characterized by organizations which attempt to 
gain their goals by political means. Political unions are either revolution¬ 
ary or non-revolutionary. The former are dedicated to overthrowing the 
capitalistic system. The most obvious example was the Industrial Work¬ 
ers of the World which frequently stated as its primary aim the elimina¬ 
tion of capitalism. Less frank but equally dedicated are some of the Com¬ 
munist leaders of modem unions who follow Lenin’s command that “The 
Communists must be prepared to make every sacrifice, and, if necessary, 
even resort to all sorts of cunning, schemes and strategems, to employ 
illegal methods, to evade and conceal the truth, in order to penetrate 
into the trade unions, to remain in them, and conduct the Communist 
work in them at all costs.” In revolutionary unions, the improvement of 
wages, hours, and working conditions is thus secondary to the primary 
objective of revolution. 

Non-revolutionary political unions are those which attempt to gain 
improvements in wages, hours, and working conditions by exerting pres¬ 
sure on political authorities in government. A good example of such or¬ 
ganizations are unions in the government service. Not permitted to strike, 
and often having their wages set by law, they have been forced to adopt 
lobbying and other political techniques in order to achieve better wages 
and conditions of work. Many other unions engage in political activity 
for economic ends. Indeed, in view of the active intervention of the gov¬ 
ernment in industrial relations and labor standards, it is difficult to under¬ 
stand how any unions can refrain from some political activity. The essen¬ 
tial point here is that whereas revolutionary political unions have political 
objectives rather than industrial and economic objectives as their pri¬ 
mary aim, the non-revolutionary political unions have industrial objec¬ 
tives as their primary aims, but utilize political techniques to achieve 
these aims. Thus many business and uplift unions are also, to a degree, 
political unions. 

Predatory Unions 

Predatory unionism is a perversion of trade union objectives in which 
the union leadership operates the organization for its own benefit. Preda- 
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tory unions are usually featured by racketeering of one sort or another, 
sometimes in collusion with employers, sometimes preying on employers 
as well as on employees. It is often found in the building trades where the 
business agent may “sell strike insurance” and in return permit the 
employer to violate union rules. Another example occurred in the movie 
industry where the notorious Browne and Bioff, Chicago gangsters, se¬ 
cured control of the motion picture operators' and stage employees' union 
and used their position to extort bribes from prominent officials of the 
movie industry. In return they did not press very hard for better wages 
and working conditions. 

Dependent Unionism 

Dependent unionism is, as the name implies, a type of unionism which 
exists by virtue of the benevolent assistance of employers. Most obvious 
of the dependent unions were company unions which have been outlawed 
since 1935 by the National Labor Relations (Wagner) Act. They were 
organized with the assistance of and the support of employers and they 
had no power beyond that w'hich the employer saw fit to designate. They 
were, in other words, agents of the employer rather than of the employees. 

Another type of dependent unionism, however, is that which depends 
on the union label for its existence. The union label is a device which is 
given to employers who meet specified union conditions and which is 
placed on the product of the employers, thus signifying that the product 
is manufactured under union conditions. The avowed purpose of the union 
label is to influence consumers to buy products which are produced under 
union conditions. 

The union label is thus a method of differentiating the product. That 
very differentiation, however, may tend to make the union dependent 
upon it. If all employers have the union label, obviously it is of no conse¬ 
quence. The label is important only if all employers except a few have it, 
or if only a few employers have it. Around the turn of the century a num¬ 
ber of unions found that the use of the label tended to hinder their 
organizing efforts elsevrhere. These organizations exerted primary efforts 
as salesmen for the label and the products upon which it was placed and 
became less interested in organizing new employers. Occasionally this was 
the result of deals between employers and unions whereby an employer 
would agree to unionization of his employees in return for a commitment 
by the union that it would not grant the union label to his competitors. 

In most cases neither the leaders nor the members consciously 
thought the situation through in this manner, but the effect was the 
same. They discovered that it was comparatively simple to convince 
certain employers that it would be to their advantage to permit the 
unionization of their workers in order to be permitted to exploit a 
ready market through the union label. This is the easiest method of 
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unionization. It simplifies the problem of or ganizing the workers. Instead 
of eating up union funds and the energies of union officials and members 
in extensive organizing campaigns and strikes which may not prove 
successful, all effort is concentrated on convincing the employer that 
he stands to profit by using the label. In return he must establish a 
union shop by requiring the workers in his plant to join the union. From 
the point of view of the officials and members of the union, this procedure 
has many advantages. The employer is now dependent upon the union 
label for his market; hence there is less prospect of his failing prey to 
open-shop propaganda, or otherwise risking a rupture with the union. 

Not needing to carry on organizing campaigns and not fearing surprise 
assaults, the union devotes its funds to advertising and boosting the 
label. 21 

As this process continued, the unions which sponsored labels often 
found that their very existence depended upon sale of labels. They lost 
capacity to organize the unorganized; thereupon their failure to do so 
resulted in the rise of dual unions or the overthrow of the existing union 
administration and the supporting of a new one which was interested in 
organization rather than in dependence upon the label. For example, the 
Amalgamated Clothing Workers was organized in 1914 because the lead¬ 
ership of the United Garment Workers, from which the Amalgamated 
seceded, was not interested in organizing men's clothes, but was content 
to concentrate its efforts in the work clothes industry where the union 
label insured its existence. 22 

The Scope of Union Activity 

An examination of the proceedings of union conventions and of the 
labor press will reveal that there is scarcely a question of public interest 
on which unions at one time or another have not taken a position. This 
fact combined with increased union activity in politics and in a wide 
periphery of institutional matters raises the question of whether there are 
properly limits to union activity in extraneous or non-industrial matters. 23 
The problem arises primarily because the average worker joins the union 
in order to make the union his spokesman and representative in the indus¬ 
trial relations field. At the same time there is little evidence that the union 
is also made the spokesman in non-industrial matters which include such 
things as American policy on Palestine, the desirability of the partition of 
Ireland, whether Trieste should be awarded to Italy or Yugoslavia, par¬ 
tisan political questions and a host of other matters, domestic and foreign. 

81 David J. Saposs, Left Wing Unionism (New York, International Publishers, 
1926), pp. 106-107. 

82 Joel Seidman, The Needle Trades (New York, Farrar and Rinehart, 1942), 
chap. 6. 

28 For a clear analysis of this question by a union man, see Will Herberg, “For 
‘Limited’ as against ‘Total’ Unionism,” Labor and Nation, 1:51-54 (1946). See also 
the comments on this article by H. J. Lahne, Labor and Nation . 1:61-62 (1946). 
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It may be argued of course that since these matters are decided by a 
majority vote in the more democratic organizations, and since no indi¬ 
vidual is bound by any such action of the union, there is no reason for 
complaining or worry. 

These replies, however, miss the point. Democratic government limits 
majority action by setting bounds beyond which the majority cannot 
inflict its will on the minority; and secondly, although the individual 
worker is not bound by certain union actions, the fact remains that the 
union speaks in the name of the individual worker and uses the union 
treasury to which all members have contributed. 

The line between what may be considered the proper sphere of activ¬ 
ity of unions and that beyond which unions should not traverse is of 
course not precise. Union administrative, educational, organization, and 
probably welfare, activities are closely related to the central industrial 
purpose of unionism. Union endorsement of the aspirations of people in 
faraway lands is quite far removed from the central purpose, however 
much the individual union members may sympathize with, for example, 
the desires of the East Indonesians to establish an independent republic. 
Between those extremes it is all a matter of degree. There are no hard 
and fast rules. 

“Any person with sufficient ingenuity can make out a case 'proving’ 
that the state of affairs in Central Tibet is directly related to the New 
York Bookbinders . . . .” 24 If, however, one accepts as the criterion of 
union activity, the relevance of the matter to the central purpose of the 
union, namely to function as a collective bargaining agent for employees 
in their dealings with employers, then the absurdity of bringing a wide 
periphery of interests within the union scope of activity is clear. 

Besides raising questions which involve the rights of members to 
refuse to be committed by extraneous union activity, such activity often 
has disastrous results on the unions. Within an organization, debate on 
extraneous matters leads to divisions which cause a weakening of the 
union and a consequent decline in its effectiveness as a collective bargain¬ 
ing agency. Overpreoccupation with politics by a union is particularly 
ill-advised if the organization is to retain its cohesiveness and its effective¬ 
ness in its field. This, of course, does not mean that unions should remain 
out of politics. We have already noted that the intervention of govern¬ 
ment in industrial matters is already so great that no union can safely 
remain aloof from political issues which affect it. On the other hand, how¬ 
ever, the subjection of collective bargaining activities to political activi¬ 
ties converts the union inevitably into a second-rate collective bargaining 
organization in terms of effectiveness. 

14 Will Herberg, “For 'Limited' as against 'Total' Unionism/' Labor and Nation . 
1:52 (1946). 
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It should be noted that the viewpoint expressed here is based on the 
belief that a union is fundamentally a collective bargaining organization 
and not an organization which should attempt to meet the needs of the 
workers in all aspects of the workers’ lives. If, however, the latter view¬ 
point is taken, then the union is a way of life for the workers, and every¬ 
thing, no matter how remote from industrial relations, falls within the 
proper sphere of union activity. 

The viewpoint that unionism is a way of life for the masses is con¬ 
sistent with the theory of the class struggle. It is, however, 

utterly incompatible with the notion of a free democratic society, which 
cannot tolerate such total claims on the part of any individual or group. 
Democracy means pluralism if it means anything at all, the wide dis¬ 
tribution of power and responsibility, with various organizations embody¬ 
ing and championing the multifarious interests of men in social life. The 
idea of one great overall organization representing the total interests of 
its members is essentially totalitarian. It cannot escape anyone how 
closely the formula “everything in and through the movement” parallels 
the notorious formula “everything in and through the state,” and how 
easily one turns into the other when, as in the old syndicalist dreams, 
the “movement” becomes the state. 

It is not to the advantage of freedom and democracy for one institu¬ 
tion to try to absorb all interests and activities within itself. Nor is it 
good for the institution either, if the institution is a bona-fide trade 
union. At any rate, this “total” conception of unionism is as completely 
at variance with the ideals and traditions of American labor as it is with 
those of democracy. Few American trade unionists would care openly to 
avow it, however much their thinking may tend in that direction. 25 

25 Will Ilerberg, “For ‘Limited’ as against ‘Total’ Unionism,” Labor and Nation y 
1:52(1946). 
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The Supply of Labor 


Wages are the price of labor, and in the absence of control, they are 
determined, like all other prices, by the interaction of supply and de¬ 
mand. 1 However, the demand and supply for labor differ in important 
respects from the schedules considered in the theory of market price for 
ordinary commodities. The peculiarities of the demand for labor will be 
the subject of Chapter 11. In this chapter, we shall be concerned with the 
nature of the supply of labor. 

Definitions and Concepts 

The first question that naturally arises in a discussion of labor supply 
is: what is supplied to whom? Economists, prone to deal in generalities, 
speak of the supply of labor. Actually, there are many supplies of labor 
corresponding to the thousands of types, skills, trades, professions, and 
abilities characterizing the individual members of the labor force. But 
because the baker and the banker, the actress and the mechanic, all work 
for a salary or wage, the economist lumps them together in the all-inclu¬ 
sive term: “labor supply.” 

This group is heterogeneous, not only because of the great variety of 
types of workers which it includes, but also because within each class of 
workers, considerable variation will exist in individual efficiencies. These 
variations in type and efficiency of labor are important for some purposes 
of theoretical economic analysis but can be ignored for others. For exam¬ 
ple, in the next chapter, we shall consider the general equilibrium of 
demand and supply for labor in the economy as a whole. The notion of 
such a general equilibrium would be extremely difficult to grasp if the 
labor market were viewed in its full complexity. Therefore, for the sake 
of logical presentation, the assumption will be made that labor is homo¬ 
geneous (i.e., that labor is all of the same type and skill). On the other 
hand, when we study the nature of wage differences, and non-competing 
groups in the labor market, major attention will be afforded to variations 
in type and efficiency of worker. 

Thus, what labor supply is conceived to be must often depend upon 
the nature of the problem under discussion. For many problems of general 


1 J. R. Hicks, Theory of Wages (London, Macmillan and Company, 1932), p. 1. 
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equilibrium, it is convenient to think of an hour’s work of average labor 
as contributing one “efficiency unit” of effort in production. A worker 
who is twice as efficient as average thus would supply two efficiency units, 
and, ceteris paribus , would receive an equilibrium wage twice as high as 
the average worker. 

Labor problems are essentially problems arising out of the use of (or 
frequently the failure to use) labor. Therefore, it is important to consider 
to whom labor is supplied. Supply can be considered from four points of 
view: 

1. The supply of labor available to an individual firm. This may be 
large or small, complex or relatively homogeneous, depending upon the 
size of the firm, the ramifications of its operations, and the diversity of its 
products and plant locations. The labor supply of the United States Steel 
Company, for example, would represent a cross section of the working 
population. It would include miners, merchant seamen, scientists, book¬ 
keepers, salesmen, in addition to the great variety of skilled and unskilled 
workers who are required to operate modern steel rolling mills and blast 
furnaces. 

2. The supply of labor available to an industry. An industry may be 
defined, for our purposes, as a group of firms producing approximately 
the same product. The supply of labor to an industry will ordinarily 
represent a broader class of skills than the supply of labor to an individual 
firm, because of the variation in methods of production used by firms 
making the same product in different parts of the country. The supply of 
labor to an industry may, however, be quite limited if the industry draws 
upon a relatively scarce type of skilled labor. For example, there are com¬ 
paratively few qualified violin makers in this country. Consequently, the 
supply of labor available to this entire industry in the United States is 
probably less than the supply of labor available to an individual firm in 
other industries (such as, for example, the United States Steel Company). 

3. The supply of labor available to a particular locality. This will 
represent workers of all types employed in a variety of industries within 
the particular locality. Unless employment in the locality is highly special¬ 
ized, the supply of labor will normally include a greater variety of skills 
and classes of workers than either the supply of labor to an industry or 
to the average firm. Availability of new workers will depend upon the 
mobility of workers from other areas, and upon the extent to which per¬ 
sons in the area, not normally members of the labor force, can be induced 
to enter employment. 

4. The supply of labor available in the economy as a whole. This is 
the labor force, including workers of all types in all industries in all sec¬ 
tions of the country. Since immigration is relatively unimportant, the 
availability of additional workers in the short run will depend upon the 
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extent to which persons not ordinarily part of the labor force can be 
attracted into employment. 

Characteristics of the Supply of Labor 

The supply of labor is peculiar in a number of respects. Ordinarily 
the seller of a commodity has no further connection with his product 
after he has concluded a sale. But the worker who sells his labor must 
accompany his “service” wherever the employer wishes to use it. For this 
reason, the conditions under which labor will be employed are as impor¬ 
tant to the worker as the price which he will receive for his labor. 

Labor is a highly perishable commodity. An hour of labor offered on 
the market but not purchased by employers is irretrievably gone. It has 
no market value. Consequently, the worker who must bargain for em¬ 
ployment individually with employers is in much the same position as a 
dealer who is left at the close of day with a highly perishable stock of 
fruits and vegetables which he knows will not last until the following day. 
Each is highly anxious to make a sale, and because buyers recognize the 
seller’s predicament, the terms of any sale which is concluded are likely 
to be unfavorable to the seller. 

It might be thought that the worker can move to other areas where 
labor may be in more demand and thus obtain a better price for his labor. 
But here w r e are met with a further peculiarity of labor supply—in com¬ 
parison with most commodities, it is highly immobile. Indeed, it has been 
said that labor is, of all forms of baggage, the most difficult to transport! 
In part, such immobility may be attributable to employee ignorance. The 
average w T orker is not in a position to know that the wage is 10 cents an 
hour higher in Oshkosh or 15 cents an hour higher in Kalamazoo. Public 
employment exchanges have attempted to keep workers informed, but it 
is doubtful whether most workers are aware of available data on employ¬ 
ment opportunities. Moreover, mobility involves cost and inconvenience. 
Few r people will break up their homes, and disrupt long-established rela¬ 
tionships with friends, church, and community solely to take advantage 
of a slightly more remunerative position in some distant community. 

The older the worker, the greater his immobility—a highly significant 
fact in view of the increasing average age of our working population. Not 
only is the older worker more likely to have formed firm relationships in 
his community which he will be reluctant to sever, but also, his very age 
makes it more difficult for him to obtain work elsewdiere. Moreover, at 
his current employment, he may have the benefit of seniority in layoffs 
and promotion. Even though he may be forced to accept a wage reduction 
as a condition of retaining his current job, he may w r ell consider this pref¬ 
erable to a risky search for employment in other plants or localities. 

Labor’s characteristics of perishability and immobility are peculiar 
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only when labor is compared with produced commodities traded in the 
market place. These attributes are not unusual when labor is compared 
with other original factors of production. Land, for example, is even more 
immobile than labor. All factor services (land, labor, and capital) are 
perishable. The owner of a machine or of an acre of land who cannot sell 
its services on a particular day loses that day’s revenues irrevocably. But 
it is obvious that there is a difference between the bargaining positions 
of the owners of these factor services and of the owners of labor power. 
Except in extreme depression, owners of land and capital usually have 
sufficient resources so that they are not compelled to throw the services 
of their factors upon the market for whatever price they may bring. How¬ 
ever, the average worker normally has only a small amount of savings. 
As a consequence, obtaining employment becomes a matter of necessity 
to him, and to those who are dependent upon him for their subsistence. 
Consequently, in the absence of union organization, minimum wage legis¬ 
lation, and unemployment insurance, the average worker can be com¬ 
pelled to accept a very low wage because of the weakness of his bargaining 
position. 

Variations in Labor Supply 

Labor supply is subject to a diversity of influences. Moreover, some 
influences will affect one element in labor supply (such as hours of work) 
without affecting another element (such as number of workers available). 
It is therefore useful to distinguish on the one hand the various causes of 
variations in labor supply and on the other hand the components of labor 
supply which are subject to variation. We may then select the particular 
relation between cause of variation and components of labor supply 
which we wish to study. 

The components of labor supply are number of workers, hours of work 
(i.e., length of workday and workweek), and efficiency. Causes of vari¬ 
ation in labor supply include variations in the wage rate, family income, 
willingness to work, physical strength of the worker, conditions of work, 
and similar factors. A rise in family income, for example, may influence 
all three components of labor supply. A rise in family income may make 
it possible for Johnny to go to college, thus reducing the number of men 
available for work; it may enable the family breadwinner to buy a cottage 
at the beach and therefore interest him in securing a reduction in the 
workweek so that he can spend his week ends at the beach; and it may 
enable him to eat better and to see the doctor and dentist more regularly 
so that his physical efficiency will be improved. 

In the following discussion, we shall be primarily concerned with all 
three components of labor supply, but with only one of the causes of 
variation: the wage rate. Holding the other causes constant (with the 
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exception of family income), and changing only the wage rate, we shall 
attempt to ascertain how the amount of labor supplied will vary. The vari¬ 
ations in labor supply may be considered from either the short-run or 
long-run point of view. 

The short-run supply of labor may be defined as the schedule of the 
varying amounts of labor that would be supplied at varying wage rates. 
Geometrically represented, the schedule is a curve on a diagram on which 
the wage rate is measured along the ordinate (Y axis) and the number of 
workers, or units of labor, is measured along the abscissa (X axis). (See 
Fig. 3.) The short-run schedule is drawn up on the assumption that popu¬ 
lation remains constant. Population growth enters into the long-run sup¬ 
ply curve which will be discussed later in this chapter. 

Cla$sifimtio?i of Variations 

There is probably more careless use of terminology in discussions of 
variations in labor supply than in any other phase of labor economics. 
The confusion arises from a failure to distinguish properly between a shift 
in the entire supply curve and a movement along the curve. The former 
should be referred to as a “change in labor supply,” since “supply” 
means the whole schedule. The latter should be designated as a “change 
in the amount of labor supplied,” that is, a movement from one point on 
the supply curve to another. This distinction will be clarified if variations 
in the availability of workers, labor time, and labor efficiency are consid¬ 
ered from the viewpoint of whether they do, or do not, involve an actual 
shift in the supply curve: 

1. A change occurs in the number of workers available in the market. 

a. Such a change may be attributable to factors other than a variation 
in wage rates. For example, war demobilization added millions of GFs to 
the ranks of the labor force. Where the change in numbers of workers is 
attributable to non-wage causes, the whole supply schedule of labor shifts 
its position, either to the right or to the left, depending on whether there 
has been an increase or decrease in the number of workers available at 
given wage rates. 

b. Additional workers may be induced to enter the labor market by 
the attraction of high wages. To the extent this is true, there has been a 
movement along a given supply curve. 

2. A change occurs in hours of work. 

a. During World War II, hours of work of non-agricultural employees 
increased from 41 hours in 1940 to a peak of more than 46 hours per week 
in 1943. 2 In part, the willingness to work these longer hours was motivated 

2 J. F. Dewhurst and associates, America's Needs and Resources (New York, The 
Twentieth Century Fund, 1947), p. 559. 
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by a desire to bring the war to a speedy and successful conclusion. That 
is, the motive of patriotism would have actuated workers to accept some 
lengthening of* the workweek with no increase in hourly wage rates. To 
the extent this was true, there was a shift to the right in the labor supply 
curve. 

b. On the other hand, to the extent that longer hours of work were 
forthcoming only in response to higher wages, there was a movement 
along a given supply curve. The degree of increase in wage rates required 
to obtain a given increase in hours of work would be reflected in the slope 
of the labor supply curve, rather than in a shift of its position. 

3. A change occurs in the efficiency of workers. 

a. Since the employer is interested in purchasing effective labor effort, 
rather than mere numbers of men or hours spent in a factory, an increase 
in efficiency is just as important to him as the availability of additional 
workers. If, because of a scarcity of jobs, workers generally are willing 
to put forth extra effort to obtain and to retain employment, the supply 
curve shifts to the right. 

b. On the other hand, if additional efficiency is forthcoming simply 
as a result of a piece rate system which rewards additional effort by pre¬ 
mium pay, there has merely been a movement along a given supply curve. 

If the reader will endeavor to grasp the distinction between a change 
in labor supply and a change in the amount of labor supplied, he will find 
that the subsequent discussion of supply and demand for labor will be 
much more understandable. The same distinction in terminology, of 
course, applies to shifts of the demand curve for labor and to movements 
along that curve. 

The Supply Curve of Labor to the Firm 

The supply of labor may be considered in relation to a particular firm, 
an industry, a locality, or the economy as a whole. The last three types of 
supply curves are “objective.” That is, they represent the “actual” 
changes in supply of labor which would accompany given changes in the 
rate of wages, if such variations in supply could be isolated from the 
general flux in the labor market and measured. The supply curve of labor 
to the individual firm, however, is of quite a different nature. The supply 
curve of labor to the individual firm, as it is relevant to many problems of 
economic theory, is a subjective concept, not an objective fact. It repre¬ 
sents the expectation of the individual employer as to what the relation¬ 
ship of wage rates and labor supply will be . Analysis of entrepreneurial 
actions in the field of labor—as in economics in general—depends on un¬ 
derstanding the subjective estimates of the employer as to the interrela¬ 
tion of costs, prices, and other variables. Just as the marginal revenue 
curve indicates entrepreneurial anticipations as to future revenues, so the 
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supply curve of labor to the individual firm represents the employer's 
estimates as to what wage rates he will have to pay to obtain varying 
amounts of labor. 

Of course, we could draw up an objective supply curve of labor for 
the individual firm. The slope of such a curve would reflect, among other 
things, differences in worker preference for specified combinations of 
money income and working conditions, attachment of workers to a fa¬ 
miliar workplace or residence, and the size of the firm in question. 3 It is 
more useful, however, for most economic problems to draw up a hypo¬ 
thetical curve analogous to the demand and marginal revenue curves 
which represent entrepreneurial expectations. These expectations will be 
derived in part from past experience, and therefore many of the elements 
which would determine the shape of the objective supply curve will enter 
into the employer's estimation of the shape of the supply curve of labor 
as he imagines it to be. 

Because the supply curve of labor to the individual firm reflects the 
estimates of the individual employer, its slope will depend upon the size 
of the particular firm involved. A very large firm may have to recognize 
that any attempt by it to obtain more labor is likely to affect the prevail¬ 
ing wage rate in the locality. In order to obtain 1(XX) more workers in a 
local labor market where there may be only 10,000 qualified workers 
available in all, a large firm will have to raise wage rates sufficiently to 
induce workers to leave other jobs. Workers will be reluctant to leave 
jobs in other firms without such an inducement, since by leaving their 
current employment they are likely to lose seniority rights and preferen¬ 
tial status with regard to future promotion, health benefits, pensions, and 
so forth. But when the large firm offers higher wages to attract additional 
workers, this is likely to produce an increase in wage rates in the commun¬ 
ity generally, since other employers will also find it necessary to raise 
wages in order to induce employees to remain. The large firm is thus 
placed in such a position that any increase in rates it may offer to attract 
additional workers will likewise have to be offered to all employees already 
on its own payroll; for if other employers raise rates in retaliation, the 
large firm would not be able to hold its own employees at lower rates. 
Moreover, if the workers in the large firm are organized, the union will 
undoubtedly require uniformity of pay among employees of the same skill. 

The result is that the addition to the total labor cost of the firm inci¬ 
dental to the employment of an additional worker will exceed the direct 
labor cost or wage paid to that man. In technical language, this means 
that the marginal cost of labor (i.e., the addition to the total cost of labor 

*L. G. Reynolds, “Some Aspects of Labor Market Structure/’ in R. A. Lester and 
J. Shister (eds.), Insights into Labor Issues (New York, The Macmillan Company, 
1948), p. 278. 
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attributable to the addition of one more unit of labor) will exceed the 
supply price of labor (i.e., the wage offered to the additional worker). 
Assume that the going rate for labor in the firm is 80 cents an hour and 
that 100 men are employed at that wage. In order to attract additional 
workers, the wage paid to new workers has to be raised to 1 dollar. The 
supply price of additional labor as indicated by the labor supply curve 
therefore will be 1 dollar. But if, as a result of this rise in the wage, all 
workers already on the payroll have to be given an increase from 80 cents 
to 1 dollar an hour, the additional cost of 21 dollars (100 X $1.00 + $1.00 
— $80.00) attributable to hiring an additional worker will be substantially 
in excess of his wage (1 dollar). 

Where firms are large, it is unlikely that the supply curve will have 
the same shape when we “look up” the curve as when we “look down” 
it. The problem is similar to that raised by the interaction of price changes 
in a product market in which there are few sellers. When a large firm 
changes wage rates, other firms in the area or industry may be induced to 
follow suit. If the employer imagines that every wage increase initiated 
by his firm will be duplicated by other firms drawing on the same labor 
market, then his supply curve will be a small-scale replica of the aggregate 
supply curve for the market. 4 * On the other hand, if he expects that other 
firms will not immediately follow suit, then the slope of his supply curve 
will be much more elastic. 

Similarly, a wage reduction by the large firm may or may not be fol¬ 
lowed by other firms and the employer’s expectation as to the reaction of 
other employers will affect the shape of his supply curve. If these expecta¬ 
tions are such that the slope downward differs from the slope upward, the 
curve will have a kink at the point representing the current level of wages 
and employment. 6 It is evident that if the shape of the supply curve de¬ 
pends upon the employer’s estimates not only of the behavior of workers, 
but also of the reaction of other employers, the supply curve may be inde¬ 
terminate, or at best only a vague conjecture. 

The supply curve for the small firm does not raise the same problems, 
because the small firm will not take account of the effect of its wage poli¬ 
cies upon other firms in the labor market. The small firm will tend to view 
its supply curve of labor as being perfectly elastic over the relevant range 
—that is, the employer considers that he can obtain all the additional 
workers he may need without raising wages. His demand is so small rela- 


4 L. G. Reynolds, “Some Aspects of Labor Market Structure,” in R. A. Lester and 
J. Shister (eds.), Insights into Labor Issues (New York, The Macmillan Company 

1948), p. 276. 

6 L. G. Reynolds, “Some Aspects of Labor Market Structure,” in R. A. Lester and 
J. Shister (eds.), Insights into Labor Issues (New York, The Macmillan Company 
1948), p.276. 
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tive to the total supply of workers available that his need for additional 
workers will not affect wage rates generally. This condition of perfect 
elasticity may also typify the supply curve for labor in a large firm in 
times of substantial unemployment. However, the supply curve of the 
small firm is likely to be perfectly elastic even if there is full employment. 
For even under conditions of full employment, there are always some 
workers leaving other employment for one reason or another, and the 
small firm may figure it can satisfy its needs from this pool of workers 
without the necessity of paying higher wages to draw men away from 
other firms. Consequently, if the small firm had been paying 80 cents an 
hour to its employees, it estimates that it can get additional workers for 
80 cents and therefore the marginal cost of the additional labor and its 
supply price or wage will be the same. The fact that the supply curve for 
labor to the small firm will tend to be perfectly elastic, while the supply 
curve to the large firm is more likely to be less than perfectly elastic, 
influences their respective employment policies. This problem will receive 
attention in Chapter 11 dealing with the demand for labor. 

Perhaps the most common cause of a rising supply curve for labor is 
the need for paying higher wages in order to attract workers away from 
other firms. As we have seen, in so far as this is the reason for the lack of 
perfect elasticity in the supply curve, it is more likely to be characteristic 
of a large than a small firm. But there are other conditions which can 
produce a rising supply curve for labor, and these are to be found in large 
and small firms alike. For example, an employer may have to pay penalty 
rates for overtime if he wishes to get more hours out of his existing labor 
force. Additional units of labor time have to be remunerated at a higher 
price which means that the supply curve for labor to the firm is rising. 
Another condition which will produce a rising supply curve for labor is a 
scarcity of qualified workers. If additional workers can be obtained at the 
prevailing wage, but these workers are less efficient, the firm is, in effect, 
paying an increased price per efficiency unit. A further possible reason 
for a rising labor supply curve is increasing “ fringe ” expenses made neces¬ 
sary by employment of additional workers. For example, if the only addi¬ 
tional workers available are women, the employer may be compelled to 
expend funds upon separate lavatory facilities, rest rooms, and so forth. 
The result will be that the marginal cost of employing these additional 
workers will exceed the wage paid to them. 

The Supply Curve of Labor to an Industry 

The elasticity of supply of labor to an industry will depend primarily 
upon the mobility of workers who can be drawn into this industry from 
other industries. Because most skills in modern industry can be fairly 
quickly acquired, an industry can ordinarily draw workers away from 
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other industries if it offers sufficient inducement in the form of higher 
wages. The supply curve of labor for an industry will ordinarily be more 
elastic than the supply curve for labor in a given locality, because there 
will be less resistance to the movement of workers from industry to in¬ 
dustry within a given locality than there will be to movement away from, 
or into, the locality. The supply curve of labor for an industry will 
ordinarily be more elastic than the supply curve of labor for the whole 
economy, because it will be easier to induce employees to leave other 
industries to work in this particular industry than it will be to induce 
additional men, women, and children who are not normally members of 
the labor force to enter the labor market. 

The supply curve of labor for an industry will be of zero elasticity— 
meaning that more workers would not be attracted to the industry no 
matter how high a wage was offered—only in the rare case when the 
industry uses a type of highly skilled labor which is not employed by 
other industries and when the skill is not one which can be easily acquired 
in a short period. It should be observed that even if the elasticity of labor 
supply to a particular industry were zero, an individual employer in such 
an industry might still imagine that the supply curve of labor to his firm 
was perfectly elastic. He might calculate that even though the industry 
as a whole could not obtain more workers, his own needs were so small 
relative to the amount of labor available to the industry that he would 
be able to attract a few additional workers without being compelled to 
offer a higher wage. 

The Supply Curve of Labor to a Locality 

The slope of the supply curve of labor to a locality will depend in large 
measure upon the nature and location of the locality in question. If a 
shortage of labor were to develop in New York City, additional workers 
would be attracted from all over the country because of the advantages 
(other than the job opportunity) which New York has to offer. On the 
other hand, if a labor shortage were to develop in a little mill town in a 
backwoods region, even a very high wage rate would not induce many 
workers to migrate there, leaving their present homes and occupations. 

Many of the characteristics of the supply curve of labor to a locality 
are also true of the supply curve of labor to the economy as a whole, and 
therefore these aspects can be conveniently considered together in the 
discussion below. 

The Supply Curve of Labor for the Economy 

In the absence of union organization, the short-run supply curve of 
labor in the economy as a whole (as well as in a given locality) will tend 
to be inelastic downward, below the prevailing wage. In other words, for 
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the reasons stated in the discussion of the peculiarities of labor supply, 
substantially the same numbers of workers would offer their services even 
at a lower rate of wages. Union organization, however, has drastically 
altered the bargaining position of the individual worker. When bargaining 
on an individual basis, the worker could often be coerced into taking em¬ 
ployment at a low wage by the threat that if he did not accept the low 
rate some other worker would. But when workers are organized and are 
prepared to take effective action to prevent hiring of non-union workers, 
the possibility of “price-cutting” by other sellers of labor is eliminated 
from the supply situation. Union organization, in effect, makes the supply 
curve of labor perfectly elastic at the prevailing wage. Whereas without 
a union, approximately the same amount of labor would be available at 
a lower wage, with a union, a wage reduction by an employer is likely to 
cause a union strike so that no labor at all will be available at the lower 
price. 

The short-run supply of labor is also likely to be inelastic above the 
prevailing wage. That is, a rise in the rate of wage offered will not sub¬ 
stantially increase the number of workers available. As soon as all average 
workmen are employed, the amount of labor supplied can be increased 
only by bringing in submarginal workers, or people who are not ordinarily 
part of the labor force—such as women, youths, and older men. The addi¬ 
tions which can be expected from these sources in peacetime, within 
normal wage ranges, are not very large. During World War II, patriotism 
and the lure of very high wages did attract many of these groups into the 
labor market. Indeed, the degree of expansion in the labor force for the 
economy as a whole was surprising. Yet because of the relative immobil¬ 
ity of labor, bottlenecks continued to develop in particular areas which 
were unable to attract sufficient labor despite the attraction of high wages. 
In other words, the elasticity of labor supply was greater for the economy 
as a whole than it was for particular localities. Under ordinary circum¬ 
stances, however, the contrary would be expected. The elasticity of labor 
supply in a particular locality depends on the mobility of labor both in and 
out of that locality and in and out of the labor force, while the elasticity 
of labor supply for the economy as a whole depends only upon the latter— 
the movement of particular groups of labor in and out of the civilian labor 
force. 

In Fig. 3 below, the prevailing wage rate is indicated along the Y-axis 
while units of labor supplied are measured along the X-axis. The curve 
lettered SS' represents an approximation to the short-run supply curve 
of labor for the economy in normal times. 

Below wage rate OP, workers will leave the labor market very rapidly, 
preferring to collect unemployment compensation or live on savings, 
rather than to work for such meager wages. At and slightly above wage 



250 


ECONOMIC THEORY OF LABOR 


OP, we may assume earnings are very low relative to the standard of 
living, and as a consequence, workers with families will be compelled to 
send their children to work at an early age. Also many women will have 
to work at this low wage in order to help their husbands support their 
families. As the wage rate is raised to a more satisfactory level, men are 
better able to maintain their families on their own wages. Thus, at a wage 
of OQ, earnings of the family breadwinner will be sufficient so that chil¬ 
dren can remain in school for more extended education, and women can 
remain in the home. Consequently, the amount of labor offered on the 
market will tend to diminish and the supply curve will slope to the left. 
As the wage becomes very high—as was the case during the war years— 
women and children will again be induced to enter the labor market. 


Y 



Fig. 3. Short-run supply curve of labor for the 
economy. 

Youths will put off entering college for a few years in order to “cash in” 
on the high wages. Older men who were ready to retire will postpone the 
event in order to enlarge their nest eggs. Therefore, the supply curve 
will again slope to the right, as is indicated at wage OR. But again, when 
the wage becomes extremely high, the man of the family will prefer to 
send his children to school and college, and he himself will be less inclined 
to work long hours. As a result, there is likely to be a diminution in the 
amount of labor supplied, and the supply curve will slope backward to 
the left. 

The above analysis of the behavior of the supply of labor at high wages 
is purely speculative. A rise in wage rates invokes conflicting responses 
from various groups in the population. For example, a rise in wages may 
enable many workers to save more and thus retire earlier, but on the 
other hand, it may induce men in retirement to enter the labor force 
for a few years in order to augment their savings. One thing, however, 
seems probable: above the rate at which most regular members of the 
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labor force are willing to seek employment, the supply curve of labor for 
the economy under peacetime conditions tends to be inelastic. 

Wartime Changes in Labor Supply 

The nature of short-run changes in the composition and size of the 
labor force can better be understood by examining the expansion of the 
labor supply which occurred during World War II. Labor supply for 
the economy as a whole can be studied in terms of changes in the size of 
the civilian labor force. The civilian labor force as defined by the United 
States Department of Labor includes persons 14 years of age and over, 
(a) working for pay or profit, (b) working without pay for 15 hours or 
more weekly on a family farm or business, or (c) looking for work. 6 The 
total civilian labor force, so defined, excluding persons in the armed forces, 
totaled 55.9 million in 1941, of whom 5.0 million were unemployed, and 
50.3 million were employed. Of those employed, 9.1 million were engaged 
in agriculture, and 41.2 million in non-agricultural occupations. 7 By 1940, 
the total civilian labor force, excluding armed forces, had grown to 
57.5 million of whom 55.2 million were employed, and 2.3 million were 
unemployed. 8 

The greatest part of the increase in wartime labor supply came from 
teen age youths, women, and adult men over 50. Four million of the extra 
workers were youths of school and college age, 2.5 million were adult 
women, and 1.5 million were adult men mostly over 55 years of age. 9 
From a peak level of over 8 million extra workers in April, 1945, the excess 
of the labor force over the projected normal two years later had been re¬ 
duced to about 1.5 million workers. 10 The entrance, absorption, and exo¬ 
dus of these 7 million workers in the space of about 6 years represents a 
surprising degree of elasticity in the labor supply unlikely to be dupli¬ 
cated in normal peacetime. 

These large-scale wartime changes in the size and composition of the 
labor force have left an imprint upon postwar labor supply. The postwar 
labor force still contained 3.5 million workers above normal among teen 
age youth and adults 35 years and over. 11 The youthful group—about 1.6 
million in all—remained in the labor force after the war's end, partly 
because of the continuing attraction of high wages, and partly because 
the crowding of schools and colleges by veterans made entrance by youths 
with no war service difficult. As for the older men, most of them were 


* Monthly labor Review , 65:638 (1947). 

7 Monthly Labor Review , 65:638 (1947). See also Chapter 3, Table 1. 

* Monthly Labor Review , 65:638 (1947). 

9 Monthly labor Review , 66:641 (1947). 

10 Monthly Labor Review , 66:642 (1947). 

11 Monthly Labor Review f 65:643 (1947). 
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accustomed to industrial hiring practices which discriminate against 
workers over 40, and therefore they were only too glad to seize an op¬ 
portunity to work an additional few years at high wages. Most of the 
young women who worked in war plants left with the reconversion of 
plants td peacetime industry, but a considerable number of women aged 
35 and over stayed on. About a half million fewer young men aged 20-34 
were in the labor force in 1940 than would be expected according to 
normal trends. 12 This gap in the ranks of workers was largely attributable 
to the fact that over one million veterans of World War II were enrolled 
in schools and colleges under the benefits of the GI Bill of Rights. The 
majority of these men were receiving training which would qualify them 
for better paid jobs in business and the professions. Their eventual entry 
into the labor market may raise difficult problems of adjustment for in¬ 
dustry and the economy. 

Hours of Work 

The slope of the short-run supply curve of labor will depend, in part, 
upon the relationship between the rate of wages and the number of hours 
which employees are willing to work. The precise nature of this relation¬ 
ship has been the subject of considerable controversy. Assumptions as to 
its nature have had an important influence upon public policy. For exam¬ 
ple, mercantilist theorists in England in the seventeenth century believed 
that a rise in real wages would be detrimental to the welfare of the nation 
because it would decrease the number of hours that laborers would be 
willing to work. They reasoned that wage earners would work only suffi¬ 
cient hours to maintain their existing standard of living. Consequently, 
a rise in wages would reduce the amount of work done, and would, there¬ 
fore, have a detrimental effect on the productiveness of the nation. 

By contrast, our war wage policy was based on the premise that em¬ 
ployees would work longer hours if they were paid higher wages. Industrial 
employees worked, on the average, five more hours a week in 1943 than 
in early 1940 when the defense program began. 13 Moreover, payment of 
time and a half for hours worked in excess of a normal 40-hour week has 
become standard industrial practice and has been codified in the Fair 
Labor Standards Act which requires such overtime rates be paid all em¬ 
ployees covered by the Act. Premium payments for hours worked in excess 
of the normal workweek are intended to compensate workers for the addi¬ 
tional burden involved in working longer hours. A longer workday or 
workweek not only spells greater fatigue for the worker, but also means 
that he will have less time to devote to his family, recreation education, 


12 Monthly Labor Review , 65:643 (1947). 

11 J. F. Dewhurst and associates, America's Needs and Resources (New York, The 
Twentieth Century Fund, 1947), p, 559. 
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and other pursuits. It is understandable, therefore, why the average em¬ 
ployee will work additional hours only if they are remunerated at a higher 
rate. 

But while employees normally will only work additional hours if they 
are paid a higher wage, a higher wage may itself make employees less 
willing to work additional hours! Indeed, in some instances, a higher rate 
of wages may actually induce them to curtail the amount of time which 
they are willing to spend on the job. Suppose John Doe has been working 
48 hours a week as a carpenter at a wage rate of $1.50 an hour. Now his 
union succeeds in obtaining successive wage increases which bring his 
wage up to $2.00 an hour or $96.00 for a 48-hour week. At this higher 
income, Doe may now find he can afford to buy an automobile or a set of 
golf clubs. And once he makes such purchases, he will want time to use 
them. Leisure time now becomes of increasing importance to him. As a 
consequence, he may seek union pressure to gain a reduction in hours of 
work, or he may find excuses for not showing up at work. In other words, 
in the case of John Doe, carpenter, when wages have reached a certain 
level, further increases in wages above that level will be accompanied by 
a reduction in the number of hours of work offered to employers. 

In the general case, whether workers will be willing to work longer 
hours at a higher rate of pay will depend upon the choice which each 
worker makes between leisure and real income. When wage rates are 
changed, the marginal utility of income will be changed, and this will 
cause workers to reconsider the particular balance they have previously 
maintained between work and leisure. It has been suggested by one econ¬ 
omist that in so far as men act rationally—i.e., from fixed motives subject 
to the law of diminishing utility—they will, at a higher rate, divide their 
time between wage earning and leisure in such a way as to earn more 
money but to work fewer hours. The explanation offered is that, if the 
man continued to work the previous number of hours at the new higher 
wage rate, he would earn a proportionally larger income. When he goes 
to spend the extra money, he will want to increase his expenditures for 
many commodities consumed and to take on some new ones. Among these 
purchases, he will want to lay out part of his new funds for increased 
leisure, i.e., buy back some of his working time or “spend some of his 
money by the process of not earning it.” 14 

In other words, a worker can be conceived of as having a demand 
not only for various commodities, but also for leisure. If this notion is 
expanded, it is possible to formulate more precisely the relation between 
wage changes and hours of work. This has been accomplished through 


14 F. Knight, Risk, Uncertainly , and Profit (Boston, Houghton Mifflin Company, 
1927), p. 117. 
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INCOME DEMANDED UNITS OF WORKING TIME 

Fig. 4. {Left) Demand curve for income. 

Fig. 5. (Right) Supply curve of labor. 


use of the technical concept termed “the elasticity of demand for income 
in terms of effort.” 

Elasticity of Demand for Income in Terms of Effort 15 

The elasticity of demand for income in terms of effort describes 
the proportionate change in income demanded which will accompany 
a proportionate change in the rate at which units of labor time are 
remunerated. 

The demand curve for income in terms of effort is illustrated in Fig. 4 
above. It is essentially a supply curve of labor “turned inside out.” There 
are two ways of deducing the number of hours which an individual em¬ 
ployee will be ready to work when wage rates change. On the one hand, as 
in Fig. 5, we can relate the rate of wages (shown on the y axis) to the 
number of units of working time supplied (shown on the x axis), and draw 
a curve which will normally slope upward to the right. Such a curve is 
called the supply curve of labor. On the other hand, we can consider an 
individual worker as having a demand for income as compared with a 
demand for leisure. When the rate of wages changes, he may demand 
more or less or the same amount of income as he received at the previous 
level of wage rates. The choice he makes with regard to the amount of 
income demanded will be reflected in the number of hours of work which 
he is willing to supply at the new wage rate. A positive supply curve will 
be associated with an elasticity of demand for income in terms of effort 
which is greater than unity; while a negative supply curve for labor will 


16 This section represents an attempt to clarify the concepts introduced by 
L. Robbins in his article, “On the Elasticity of Demand for Income in Terms of 
Effort/’ Economica, 10:123-129 (1930). 
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be associated with an elasticity of demand for income which is less than 
unity. 

These relationships can best be understood by reference to Fig. 4 
on page 254. 

Let Ox represent the quantity of income demanded and Oy represent 
the “effort price per unit of income.” The latter simply indicates the 
amount of labor time which must be expended to earn a dollar of income. 
Thus, if wage rates fall, we move up on the Oy axis, because more labor 
time must now be expended to earn a dollar of income. Conversely, if 
wage rates rise, we move down on the Oy axis since fewer units of working 
time are now required to earn a dollar of income. 

If the effort price per unit of working time expended is OE, then the 
quantity of income demanded by the workers will be 01 and the amount 
of work done for that income will be OERI. As wage rates rise (we move 
down on Oy), the amount of income demanded in terms of effort will 
increase—i.e., curve DD' is downward sloping. Its downward slope sig¬ 
nifies that as income increases (moving to the right along Ox), its marginal 
utility relative to that of leisure diminishes; that is, leisure becomes rela¬ 
tively more attractive. Therefore, the larger income is, the smaller the 
additional amount of it which will be demanded (in terms of labor time 
expended) as the “price of income” is further reduced (i.e., as the wage 
rate rises further). 

Whether the amount of working time forthcoming at a higher wage 
rate will be greater or less than at a lower wage rate will depend upon the 
elasticity of the demand curve for income in terms of effort. As has al¬ 
ready been indicated above, the rectangle OERI in Fig. 4 describes the 
quantity of work units which will be supplied when the effort price per 
unit of income is OE. If wages rise so that we move down Oy to OE', the 
amount of working time supplied will now be represented by the rectangle 
OE'R'I'. Whether the increase in wage rates produced a concomitant in¬ 
crease in the amount of working time supplied will depend upon whether 
the latter rectangle is larger than the former. 

Among natives in tropical lands, and among other primitive peoples, 
it is probably true that a rise in the rate of wages will produce a reduction 
in the number of hours which laborers will be willing to work. With rela¬ 
tively simple wants, these people are content merely to maintain their 
former standard of living. But this is not necessarily true of the worker 
in an advanced industrial society. Such a worker has a wide variety of 
products available for his purchase. One of the things which he may buy 
is leisure. Leisure, like any other commodity, has a price, and the price 
paid for it can be measured in terms of the amount of other components 
of real income—automobiles, radios, refrigerators—which must be sacri¬ 
ficed if the worker decides in favor of shorter hours rather than the same 
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or longer hours at the higher wages. In other words, leisure is purchased 
by a sacrifice in real income. This sacrifice may be called the real-income 
price of leisure. 16 

When money wage rates rise (commodity prices remaining the same), 
the real-income price of leisure will also rise because leisure will now cost 
more in terms of real income sacrificed. In other words, if the employee 
were to work his former schedule of hours at the now increased rate of 
pay, he would realize a larger money income which, when spent on com¬ 
modities whose prices had not changed, would afford a rise in real income. 
If the worker chooses to forego this rise in real income, and to spend more 
time fishing instead, the cost of his leisure, when measured against the real 
income sacrificed, will have risen. 

Now when the cost of anything rises, it is not at all certain that more 
of it will be bought even out of an increased real income. For example, if 
the price of bread rises, and income remains the same, the amount of 
bread demanded by consumers will normally decrease. But if the price of 
bread rises and incomes simultaneously increase, the amount of bread 
purchased at the new higher level of income may or may not be larger 
than previously. Whether or not it will be larger will be determined by the 
income elasticity of demand for bread. Similarly, when, as a result of a 
rise in wages, other prices remaining constant, the real income price of 
leisure rises, the amount of leisure desired may be greater or smaller than 
at a lower level of wages. The determining factor will be the elasticity of 
demand for income in terms of effort. On the whole it seems likely that 
the elasticity of demand for income in terms of effort will be greater than 
unity 17 (i.e., as wage rates rise, the amount of working time offered will 
increase). 

Change in Efficiency 

The supply of labor can also be varied by a change in efficiency of 
workers. Just as an increase in wage rates may increase the amount of 
labor supplied by inducing additional workers to enter the market, so an 
increase in wage rates may increase the efficiency of a given work force. 
When wages are at a very low level, an increase in wages will tend to 
improve efficiency by contributing to the physical well-being of the work¬ 
ers. Workers who are well-fed and afforded proper housing facilities are 
capable of putting forth more effort than employees whose incomes are so 

18 L. Robbins, “On the Elasticity of Demand for Income in Terms of Effort/* 
Economica , 10:127 (1930). 

17 “The only natural deduction from the law of diminishing marginal utility is 
. . . that this demand curve for income must slope downwards. The elasticity of 
demand for income in terms of labour must be positive, but this means that the elas¬ 
ticity of individual supply of labour must be either positive or lie between 0 and — 1.” 
J. R. Hicks, Theory of Wages (London, Macmillan and Company, 1932), p. 98, n. 1. 
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low that they cannot properly provide for these basic needs. However, 
once wage rates reach a level at which the worker can maintain a satis¬ 
factory standard of living, it is doubtful whether further wage increases 
have much effect on efficiency solely by reason of their reaction on phys¬ 
ical well-being. 

However, without regard to possible improvement in physical condi¬ 
tion, a rise in wages may induce employees to work harder. A positive 
relation between wage increases and increased effort is more likely to be 
found in piece rate industries than in industries where payment is by the 
hour. If the piece rate is raised, the worker can directly increase his take- 
home pay by producing more units of product, whereas in an industry 
where payment is by the hour, the worker is likely to feel that his in¬ 
creased effort would simply increase the employer’s profit without any 
direct immediate benefit to himself. Thus, it is principally in industries 
using incentive pay plans that variations in efficiency are likely to have 
any close relationship to changes in wage rates. As noted in Chapter 7, 
approximately 30 per cent of the plant workers in manufacturing 
industries in 1946 were paid on an incentive basis. 

On the whole, under modern industrial conditions in a high-wage 
economy, wage changes probably have comparatively little effect upon 
worker efficiency. Because of the high degree of mechanization in Ameri¬ 
can industry, the speed of the production line, rather than individual 
worker effort, is the controlling determinant of labor efficiency. 

Long-Run Supply of Labor 

Long-run supply is affected by all the factors operative in the short 
run plus the additional element of population growth. Population growth 
involves the relationship between birth and death rates on the one hand, 
and immigration and emigration rates on the other. 

The classical economists viewed the long-run supply of labor as highly 
flexible. They believed that labor supply adjusted itself to “the natural 
price of labor”—i.e., the level of real wages which was necessary “to 
enable laborers one with another to subsist and to perpetuate their race 
without increase or diminution.” 18 This wage was conceived of as an 
equilibrium rate. If real wages rose above this subsistence level, births 
would increase, deaths would decrease, population would consequently 
expand, and with an unchanged demand for labor, wage rates would 
necessarily fall. On the other hand, a fall in wage rates below the sub¬ 
sistence level would produce an increase in deaths and a decrease in 
births. Marriages would be postponed and married persons would delay 
having children. Consequently, the supply of labor would decline below 

18 D. Ricardo, Principles of Political Economy and Taxation , Conner ed. (London, 
George Bell and Sons, 1913), p. 70. 
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the equilibrium level with the result that wage rates w T ould be bid up 
to the “natural” wage. 

The theory was phrased in terms of a subsistence wage because of the 
belief, then current, that population tended to increase faster than the 
means of subsistence. Population was thought to double itself every 
twenty-five years 19 —thus increasing at a geometrical rate—while food 
production increased only in an arithmetical ratio. However, population 
was prevented from getting too far out of line with subsistence by certain 
“positive checks,” such as vice, pestilence, war, and famine, and “pre¬ 
ventive checks,” such as postponement of marriage. 

Modern population theorists look for no such geometrical increase in 
population growth. On the contrary, the experience of most of the older 
countries in Europe whose populations have neared stability indicates 
that the real problem may be one of stimulating population growth, 
rather than retarding it. It has been suggested by one writer 20 that the 
rate of population growth in the United States, and in other countries, 
can be represented by a logistic curve—that is, populations grow first 
at an increasing rate, then at a decreasing rate, finally approach an 
asymptote, and may eventually decline. The reason suggested for this 
phenomenon is that increasing density of population lessens fertility 21 
and therefore reduces the birth rate. This explanation, however, disre¬ 
gards the observed fact that the most densely populated sections of most 
cities also have the highest birth rates. 22 

Whatever may be the explanation of the retardation of population 
growth in this and other countries of the world, it is generally estimated 
that the population of the United States will reach its maximum by the 
end of this century, and that thereafter it will either remain fairly stable 
or decline. 23 This curtailment in population growth will have far-reaching 
effects on the nature and size of the labor supply of the economy. The 
labor force in this country grew from over 20 million in 1890 to over 40 
million in 1920, and to 55 million in 1940. 24 A large part of these gains 
resulted from natural population growth and from immigration. It now 
appears that these two major sources can no longer be relied upon to sup¬ 
ply new workers. The retardation in the rate of population growth has 


19 D. Ricardo, Principles of Political Economy and Taxation , Connor ed. (London, 
George Bell and Sons, 1913), p. 75. 

10 R. Pearl, Biology of Population Growth (New York, Alfred A. Knopf 1925) 
pp. 11-24, 45-130. 

11 R. Pearl, Biology of Population Growth (New York, Alfred A. Knopf, 1925), 
p. 155. 

M P. Douglas, Theory of Wages (New York, The Macmillan Company, 1934) 
p. 337. 

** Monthly Labor Review, 65:644 (1947). 

u Monthly Labor Review , 65:639 (1947). 
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already made its influence felt on labor supply. During the decade of the 
twenties, the average annual increase of the working population was about 
700,000 (a rate of increase of 1.6 per cent), while in the decade of the 
thirties, the average annual increment had dropped to less than 600,000 
(a rate of 1.2 per cent). 25 Our restrictive immigration policy, of course, 
makes it unlikely that any substantial number of workers will enter the 
domestic labor market from foreign countries. 

The birth rate is to some extent affected by the rate of wages, but it 
is by no means clear in which direction the relationship lies. High wages 
afford workers the financial means to support large families; yet it is an 
observable fact that married couples in the high income brackets have 
fewer children than married couples with low incomes. While the effect of 
a rise in wage rates upon the birth rate is subject to controversy, there is 
considerable evidence that a reduction in wage rates and curtailment in 
family income tends to diminish the birth rate. The wage cuts and unem¬ 
ployment of the depression of the thirties, for example, discouraged mar¬ 
riages and induced many married couples to delay having children, be¬ 
cause of the difficulty of supporting themselves on a low income. Because 
of the decline in the birth rate during these depression years, relatively 
small additions to the working population 14 years and over are expected 
until late in the 1950’s. However, in the following decade, the large num¬ 
ber of babies born during and immediately following World War II will 
reach the age at which they can join the civilian labor force. 26 

The long term downward trend in the birth rate will reduce the rela¬ 
tive number of young men entering the labor force, while at the same time 
medical advances will enable a larger percentage of older workers to 
survive and therefore to seek jobs in the labor market. The proportion 
of persons 55 and over in the working age population is expected to rise 
from less than one in five in 1940 to nearly one out of every three persons 
in the year 2000. 27 The presence of this large number of older persons in 
the labor market may w r ell create a serious problem unless industry alters 
its present hiring policies which discriminate against workers over 40. 
That older men wish to continue working and, if given the opportunity, 
can carry on successfully was demonstrated by our experience during and 
immediately following World War II. The number of men 65 and over 
in the labor force in April 1945 w r as nearly 25 per cent above normal, 28 
and comparatively little change occurred in this proportion in the follow¬ 
ing three years. 

While largely unrelated to changing levels of wage rates, there are 

86 Monthly Labor Review, 65:639 (1947). 

88 Monthly Labor Review, 65:644 (1947). 

87 Monthly Labor Review, 65:644 (1947). 

w Monthly Labor Review, 65:661 (1947). 



260 


ECONOMIC THEORY OF LABOR 


other long-term trends affecting the composition of the labor force. In 
the first place, over a long period of years there has been a decline in the 
proportion of children in the labor force. This decline is primarily attrib¬ 
utable to state child labor legislation and compulsory school attendance 
laws. Furthermore, the rising real income of the American worker—in 
part attributable to rising wage rates and in part to increasing productiv¬ 
ity—has enabled him to give his children a longer period of schooling and 
thus has delayed their entrance into the labor market. 

In the second place, there has been a steady movement of women into 
the labor force. The wartime influx merely climaxed a movement of long 
development. Almost seven times as many women were engaged in gain¬ 
ful work in 1940 as in 1870, whereas the number of male workers increased 
only three and one half times. 29 Other trends were noted in Chapter 3. 

Differences in Occupational Remuneration 

In 1945, the president of a large business machine corporation was 
paid a salary of $425,548. 30 In the same year, the average annual income 
from salaries and wages of employees in manufacturing industries was 
only about $2500. 31 What is the explanation for this wide diversity in 
earnings? Does the variation in earnings in a capitalistic society reflect 
differences in ability, or are other factors responsible? The answer to 
these questions will not be fully understood until the demand for labor 
has been examined in the next chapter. However, in this section we shall 
begin consideration of this problem by examining the supply factors 
which give rise to differences in remuneration for various occupations. 
In the next section, we shall consider the factors which produce a diver¬ 
sity of wage rates for the same job in the same area or industry. 

If conditions of work (other than wages) were equally attractive in all 
occupations, if all workers had the same mental and physical abilities, 
and if all occupations were equally easy to enter, then in a perfectly com¬ 
petitive labor market, wages in every occupation for every worker would 
be equal. In the actual labor market, of course, none of these conditions 
is present. If we remove these restrictive assumptions one by one, we 
shall be able to gain an understanding of the causes contributing to the 
differences in wages which exist in the business world. 

Equalizing Differences 

Not all occupations are equally attractive to workers. Therefore, even 
if every worker had freedom of choice as to the type of work he would 

*• J. F. Dewhurst and associates, America’s Needs and Resources (New York, The 
Twentieth Century Fund, 1947), p. 542. 

« Time, 51:75 (March 1, 1948). 
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perform, we would expect that certain jobs which were less attractive 
would have to offer higher pay in order to attract workers, while positions 
in which working conditions were particularly satisfactory would be able 
to obtain workers at lower wages. In other words, a part of the differences 
in wage rates which we observe in the labor market represents a factor 
which equalizes the attractiveness of various occupations. For example, 
the low salaries of college professors are partially offset by the short hours 
of work, the long vacations, and the opportunity for research and study. 
Women who work as domestics in homes frequently receive more than 
women who perform clerical tasks in business, because according to our 
social mores, servile work is looked upon as somewhat degrading and 
therefore additional compensation must be offered in these jobs to equal¬ 
ize their attractiveness with other positions which these women might 
obtain. 

There are many other equalizing factors which balance differences in 
wages. For example, the clerk in the head office of a large company will be 
willing to start at a lower wage than a day laborer in the same plant, be¬ 
cause the opportunities for advancement open to the clerk make up for 
the deficiency in his entrance salary. Similarly, an occupation in which 
there is a chance, however small, of making very great earnings—as in 
the practice of law—is able to attract applicants w r ho are willing to start 
in as clerks at little or no wage. Hazard to life is another factor producing 
wage differences—the pilot who tests new planes for an aircraft company 
receives a very high wage in order to compensate him for the risk to life 
involved in his work. 

Another important equalizing difference is the expense of training. 
The doctor expects a higher remuneration for his work than a carpenter, 
because the expense of his training is so much greater. Thus, a part of the 
higher remuneration of the professional class generally is reimbursement 
for the long years of study. However, as we shall see, the expense of train¬ 
ing may create differences w hich are not merely equalizing, but which 
are out of proportion to the expense of training. 

In actuality, most differences in w f ages in the labor market do not seem 
to be of the equalizing character. Indeed, they are more often the reverse. 
Instead of the most unattractive work being the best remunerated, it is 
usually the poorest paid. It is the ditch digger, the garbage collector—not 
the movie actor—who receives the least remuneration for his labor. 

Non-equalizing Differences 

Broad differences in wages prevail which bear no relation to the rela¬ 
tive attractiveness of the w r ork involved. The first great source of such 
differences is the lack of uniformity in physical and mental capabilities 
among the working population. Even if every worker had freedom of 
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choice to enter any occupation, it is obvious that few would have the 
talents—physical or mental—to be great scientists, writers, or boxers. 
The extent to which such abilities are a result of training and environ¬ 
mental factors is still a subject of debate among psychologists, but it is 
evident that all workers are not equally gifted by inheritance. Those 
talents which are prized most highly by the community and which are 
least common among workers tend to be remunerated with the highest 
earnings. 

Another important cause of differences is the fact that all occupations 
are not equally easy to enter. Even in our free enterprise society in which 
class lines are not firmly drawn, well-defined social strata emerge which 
render it difficult for the poor son of a laborer to rise to be head of a great 
corporation. Examples of such spectacular successes are often cited, 
but they represent an ideal rather than a likelihood for the ordinary 
workingman. 

The labor market is characterized by a vast number of non-competing 
groups, as will be more fully explained in a later section of this chapter. 
However, four broad strata can be distinguished in the ranks of em¬ 
ployees. At the lowest level in terms of pay and social position is the 
common laborer, performing work which requires a minimum of skill 
and a maximum of brawn. His wages are low because there are very many 
persons in the labor market who can do such simple work, and can do no 
other. Many workers find an entry in such occupations who would be 
excluded from other types of positions. Thus, the Negro, the immigrant, 
and various other minority or foreign-born groups make up a large pro¬ 
portion of this lower stratum. 

At a somewhat higher wage come the semiskilled. These are workers 
who have ordinarily had some education, and have acquired some knowl¬ 
edge of a technical art, but for one reason or another have not served the 
necessary years of apprenticeship to become skilled artisans. 

Above them come the skilled workers—carpenters, boilermakers, bak¬ 
ers, and so on. Most of these men have union cards and the benefit of a 
considerable period of apprenticeship behind them. That they consider 
themselves in some respects superior to less skilled fellow workers is 
demonstrated by the clannishness of the skilled craftsmen in the Ameri¬ 
can Federation of Labor who, for many years, refused to accept unskilled 
workmen into membership. 

The next group on the ladder of social status—the clerical workers— 
are frequently below the skilled, and sometimes below even the semi¬ 
skilled—in terms of remuneration. Yet in outlook and social allegiance, 
they are allied with the professional and capitalist class. In recent years, 
however, union organization has made slight inroads in the clerical group, 
and it is possible that this development may produce a stronger social- 
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political bond between the first three groups of labor and the clerical 
workers. 

The top group in the labor market in terms of pay and social prestige 
are the professional workers—the doctors, dentists, lawyers, architects, 
engineers, professors, and others who have generally trained for their oc¬ 
cupations in college and advanced study. 

While there is considerable movement between these groups, never¬ 
theless to some extent, the strata become self-perpetuating. In other 
words, the son of a doctor is likely to become a member of a profession, 
while the son of the common laborer is more likely to be a laborer, or at 
best a skilled worker. The greatest barrier to movement up the ladder of 
social strata is the cost and time required for education. The poor laborer 
would like his son to go to college, and it may be that he is bright enough 
to win a scholarship. Hut all too frequently a rising career is blighted be¬ 
cause the son must leave school in order to go to work and earn money 
toward the support of the family. The GI Bill of Rights, however, may 
have a major effect on the degree of mobility between these various 
groups. It has afforded higher education to thousands of men who would 
otherwise have been denied the opportunity because of lack of funds. 
These men will want their children to have the same opportunity, and 
they will be better able to give them this opportunity because they them¬ 
selves will leave schools and colleges equipped for higher paying jobs in 
industry. 

Expense of education and training therefore may be less important as 
a barrier in the years to come than it has been in the past. But the grow¬ 
ing strength and spread of union organization may raise new barriers to 
movement into the ranks of skilled workers. Many unions seek to limit 
the supply of labor in their particular occupation so as to keep labor at a 
premium. Such planned scarcity may be accomplished through regula¬ 
tion of apprenticeship periods, regulation of the use of helpers, support 
of license laws which forbid the practice of a trade by persons not holding 
a license or certificate of competency, and by imposing barriers to enter¬ 
ing the union. The Taft-Hartley Act of 1947 prohibited excessive initiation 
fees and thus deprived unions of one means of rendering entry difficult. 
This regulation has been of little importance, however, and more subtle 
devices still remain, as we discussed in Chapter 6. In addition, there are 
many other bars to entry put up by a wide variety of groups—business, 
professional, and agricultural—all desirous of keeping out newcomers, and 
these barriers may grow stronger as organized groups increase their 
strength. 

Diversity in Remuneration for Same Job 

In Chapter 7, we found that a tremendous diversity frequently ex¬ 
isted in wage rates for the same types of jobs in the same general area 
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and/or industry. Writing in 1776, Adam Smith noted this phenomenon 
when he stated: 

The price of labour . . . can not be ascertained accurately any¬ 
where, different prices being often paid at the same place and for the 
same labour, not only according to the different abilities of the workmen, 
but also according to the easiness or hardness of the masters. 32 

Despite the shrewd observations of this eminent Scotsman, and over¬ 
whelming factual evidence, economists tend to think in terms of “ labor 
markets” where wage earners and employers sell and buy labor and where 
competition determines a single final price for a given grade of labor. 
Variations from this assumed norm are “explained” by phrases, such as 
“imperfections in the market,” or in modern times by the popular, ill- 
defined term “labor monopoly.” 

The failure of economists to follow up Adam Smith’s careful observa¬ 
tions may be ascribed to two fundamental errors: (1) lack of understand¬ 
ing of the nature of labor markets; and (2) the failure to appreciate the 
thinking of the workingman and the consequent effect of that thinking 
on the mobility of labor. 

The Nature of Labor Markets 

Traditionally, the labor market has been defined as a general area 
within which a group of employers and wage earners buy and sell services. 
In its economic meaning a given labor market does not necessarily have 
fixed geographic boundaries, and no doubt most economists would state 
that the place where one labor market ends and another commences is 
not sharply defined, but rather that various labor markets shade one into 
the other. 

Since the latter half of the nineteenth century, economists have recog¬ 
nized that there exists in the labor market various “non-competing” 
groups. 33 Thus it was conceded that even within the same labor market 
area, different labor markets existed for common laborers than for skilled 
workers; for clerical personnel than for professional personnel, etc. 34 This 
was explained by the fact that the labor market is stratified and that 
barriers of education, environment, and status create the basic non-com¬ 
peting groups discussed above. 

Actually, the degree of stratification of the labor market is much 


* Adam Smith, The Wealth of Nations (New York, Everyman’s Library, 1931), 
vol. 1, p. 69. 

88 This principle was first developed by the English economist, J. E. Cairnes, 
Some Leading Principles of Political Economy , Newly Expounded (New York, Harper 
and Brothers, 1874). 

84 See F. W. Taussig, Principles of Economics , 3d ed. (New York, The Macmillan 
Company, 1926), vol. II, pp. 141 ff. 
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greater than has been customarily recognized in economic discussions. In 
a real sense, each buyer in a labor market is distinguished from all other 
buyers. There are thus as many labor markets as there are employers of 
labor. In this respect, the labor market resembles many retail product 
markets. Recent theories of the functioning of the latter type of market 
explain that each seller of a particular product is in a sense a monopolist, 
having his own clientele and being able to vary prices within a certain 
range; yet he is also in competition with all other monopolists selling 
similar products. Hence the term, “monopolistic competition.” 36 Because 
each seller has some degree of control over his own market, he is fre¬ 
quently able to charge a higher price for the same product sold by a 
different firm at a lower price. The super market may sell a can of beans 
for 10 cents while next door, the delicatessen sells the same product for 
15 cents. The exclusive dress shop may sell a hat for $50 while a duplicate 
can be obtained for $5 in a poorer section of town. That these differences 
in prices for the same product can persist is attributable in part to buyer 
ignorance, and in part to the fact that even if buyers had full knowledge of 
the price difference, they might not want to alter their customary buying 
habits. 

Similarly, as we shall see in the following discussion, differences in 
wages for the same job may exist in the same area because workers do not 
have full knowledge of other job opportunities, and even if they did, they 
would be reluctant to leave their familiar residence and place of work to 
start, anew in a different area and firm. Diversity in wage rates for the 
same job may even extend to the same plant because of differences in the 
race, sex, or length of service of employees performing the same job. 

Wage fixing (analogous to a quoted price in the product market) is 
characteristic of the labor market. The employer does not want wage rates 
to fluctuate with every change in supply and demand conditions. Stability 
in wage rates is essential for satisfactory manufacturing operations. Con¬ 
stant change in the wage schedule of the average company would cost 
more than it was worth. Moreover, stability is also desirable from the 
point of view of employees. Frequent changes in wage rates would cause 
friction and suspicion, and would make employees feel insecure. There¬ 
fore, in changing wage rates, employers customarily grant general wage 
adjustments to all employees instead of adjusting rates to individual de¬ 
mand and supply conditions. 

The majority of multi-plant companies try to relate their wage scales 
either to those paid by other firms in the area or to rates for the same 
industry in the area; some, however, pay the same wage scales regardless 


* 8 E. H. Chamberlin, The Theory of Monopolistic Competition , 3d ed. (Cambridge, 
Harvard University Press, 1939). 
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of the size of the city or the region of the country in which their plants are 
located, and others have uniform scales for each region or zone. Some com¬ 
panies raise wages with increases in the cost of living and increases in 
length of service, while other companies do not. Such differences in com¬ 
pany wage policies, in employer evaluation of particular jobs, and in stress 
on various wage factors, all contribute to the existence of a diversity of 
wage rates rather than a single rate for any grade of labor in a particular 
locality. 36 

Until recently most economists assumed that in the absence of labor 
unions, there was enough mobility among workers within a competing 
group so that if one firm paid a higher wage for a given job than other 
firms in the area, workers qualified for that job would attempt to get 
employment at the high-wage plant. The rush of applicants to this plant 
would tend to pull down the wage offered there and at the same time 
force other employers to raise their \v T ages until equilibrium between the 
high-wage and low-wage firms was achieved, perhaps, at some rate be¬ 
tween the wages formerly paid by each. As already noted, however, a 
high degree of wage diversity exists in any area or industry and all evi¬ 
dence indicates that such diversity is even greater before the advent of 
trade unionism than after, since as we have repeatedly stressed, the union 
often has a vested interest in equalizing rates for the same job in the same 
area and/or industry. The reasons for this diversify in terms of wages have 
already been explained in Chapter 7. Suffice it here to note that company 
and union wage policies developed through years of experience vary con¬ 
siderably and are sometimes favorable to equalizing rates and other times 
to diverse rates for given job classifications in the general labor area. 
Union-management wage policies are much too sophisticated to be judged 
under such slogans as “labor monopoly/’ which in its latest form appears 
to maintain that any wages other than wages which might have existed 
if unions had not come into the picture are ipso facto ascribable to the 
“monopoly power” of unions. 37 

Looking at the issue of highly diverse wage rates for the same jobs 
existing in the same area from the supply of labor side, rather than from 
the price of labor side as we have heretofore, the basic question is why do 
not workers jump to take advantage of higher wage rates instead of re¬ 
maining at jobs which pay less than similar work elsewhere in the area in 
which they reside. The answer to this question requires an understanding 
of workers’ psychology, particularly in its relation to job hunting. 

36 R, A. Lester, “ Reflections on the 'Labor Monopoly ; Issue,” Journal of Political 
Economy , 56:515 (1947). 

37 Charles E. Lindblom, “The Union as a Monopoly,” Quarterly Journal of Eco¬ 
nomics, 82:671-697 (1948). 
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Getting and Holding a Job 

Soon after World War II ended, a recently discharged veteran was 
driving through an industrial suburb of New York City with his fiancee, 
discussing plans for securing a job and getting married. In the course of 
their drive they passed a modernistic plant which impressed the lady so 
much that she suggested that her husband-to-be apply for a job there. He 
did, and became a salesman for the firm housed in the modernistic plant. 

By such coincidental developments, most people secure their first jobs. 
It would probably be accurate to say that the first job is an accident. 
One is looking for work and one secures it through a friend, a relative or 
purely by chance. Generally speaking, the average worker does not plan 
the first job very carefully. Moreover, the first job is very often not a suc¬ 
cessful job. It may be a blind alley and frequently a worker stumbles 
from one such job to another until happily or not he becomes more or 
less permanently situated in a position. 

The average employee has little knowledge of jobs in other plants than 
the one in which he works. He picks up some information from friends 
and perhaps a little more from his union. Basically, however, wages, 
hours, and working conditions in plants other than the one in which he 
works are vague and uncertain to him. Economists have recognized that 
there exists a considerable lack of knowledge among workers concerning 
jobs and job opportunities. However, it has remained for students of the 
labor market to produce the amazing extent of this lack of knowledge. 
The effect of imperfect knowledge on mobility of labor is very great. 
People do not change jobs very often, because they cannot ascertain what 
the merits of an alternate position really are. They know the conditions 
under which they now work and they fear to take a chance on the basis 
of their very inadequate knowledge of conditions elsewhere. 

Changing Jobs 

Once workers have had experience on the job, their ideas as to what 
they want in a position tend to crystallize. Of prime importance, of course, 
is an adequate w r age rate. They are likely to judge wnges by tw^o criteria: 
first, what kind of standard of living the wage permits them; and second 
how it compares to what they regard as fair for the job. A variety of 
factors determine their thinking on the w r age question as noted in Chap¬ 
ter 7. 

Besides wages, however, workers tend to place a good deal of impor¬ 
tance on such intangibles as the independence and control permitted them 
in their job; relationship with fellow workers; fairness of treatment; the 
extent to which the job is interesting; and the physical characteristics of 
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the job. All except wages, it should be noted, are difficult to ascertain 
except by those who are already working in the plant. The lack of knowl¬ 
edge of the characteristics of jobs is, therefore, not only the result of the 
failure of workers to inquire more thoroughly into alternate job opportuni¬ 
ties, but such characteristics are also inherently difficult for even the 
most careful investigator to discover prior to employment. This fact 
contributes materially to the immobility of labor. 

Additional Factors Contributing to Immobility 

There are other reasons why workers are reluctant to change jobs. 
First of all is the matter of seniority and other benefits such as pensions 
which one ordinarily loses automatically when changing positions. Hav¬ 
ing to start all over again at the bottom of the seniority list is enough to 
make a vast number of workers extremely reluctant to move. The fear 
of another depression pervades the thinking of working people. Few of 
them directly or indirectly escaped the ravages of long-term unemploy¬ 
ment. One of their main objectives is to get into as secure a position as 
possible and this they feel is near to the top of a seniority list. 

Statistical verification of low labor mobility is found in Fig. 6. Even 
in 1948 when employment was at a very high level, quits and firings aver¬ 
aged less than five per hundred workers. Theoretically, turnover should 
be highest at a time of full employment when jobs are easiest to secure. 
Uncertainty of the future, seniority regulations, and lack of knowledge 



Fig. 6. Quits and firings, 1945-1948. Data: U. S. Bureau of Labor Statistics. 
Source: Reprinted by the courtesy of McGraw-Hill Book Company from Business 
Week (Nov. 20, 1948). 
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of alternatives are among the factors which have kept labor turnover so 
low. 

Getting a New Job 

When men do leave jobs voluntarily or when they are permanently 
laid off, they generally do not make a calculated survey of existing oppor¬ 
tunities. Rather they are likely to accept the first position which meets 
their main specifications in choosing a new job. In such instances, workers 
are likely to stress the wage, rather than any other aspect. The reason is 
simple. Wages are the only criterion which they can evaluate before being 
on the job. 

In the case of union men, the existence of the union may be as impor¬ 
tant as the wage. The extent is likely to depend upon how thorough a 
unionist a union member is and consequently how much importance he 
attaches to the existence of a particular collective bargaining agent. 

A surprising reluctance exists among workers to use state employment 
agencies. Only if they are laid off and are forced to register for unemploy¬ 
ment insurance are they likely to utilize state unemployment offices. In 
this case they are required to if they are to receive unemployment com¬ 
pensation. With both employers and employee, state unemployment 
offices apparently have, to an unfortunate degree, the reputation of sup¬ 
plying the less satisfactory labor and the less satisfactory jobs. Hence, 
the worker is likely to depend upon informal and chance methods of job 
attainment. 

Another interesting factor is that workers who are dissatisfied enough 
with jobs to quit them voluntarily often quit before they have ob¬ 
tained another position. This is of course more likely to be true in times 
of high employment than in times of depression. But again it indicates 
less systematized analysis of job opportunities on the part of workers than 
economists have tended to assume theoretically. 

We may sum up this analysis of worker thinking and job changing by 
stating that the average worker has little opportunity to evaluate job 
opportunities on a large scale; that he is likely to take the first reasonably 
good job offer; that prior to employment he is likely to change a job al¬ 
most solely on the basis of the wage rate; that after employment he is 
likely to consider non-wage factors of considerable importance, but that 
he realizes that such factors can only be evaluated after employment and 
rarely before. 

The attempts of economists, therefore, to recognize 5 to 10 non-com¬ 
peting groups in what is termed a “labor market” is a grave oversimpli¬ 
fication. Because of the lack of knowledge and the other factors contribut¬ 
ing to labor immobility, any industry or area does in fact contain a vast 
number of non-competing groups, none sharply defined, but all very much 
in existence. This often prevents the existence of diverse wage rates for the 
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same job from materially affecting one another and allows them to exist 
to an amazing extent in all industry areas. 3K 

Other Causes of Wage Diversity and Labor Immobility 

In addition to the general problems already discussed, wage diversity 
and labor immobility are also caused by a number of other factors. One 
of these is race discrimination. Not only does such discrimination cause 
employees to be rejected for jobs for which they might be suited, but it 
also restrains them from applying to companies where they believe dis¬ 
crimination may exist. In states in which fair employment practice legis¬ 
lation has been enacted, the number of complaints of race discrimination 
made to such commissions has not been as great as had been predicted. 
The main reason appears to be, not the absence of discrimination, but the 
fact that minority workers do not apply to plants where they believe they 
will be discriminated against. Rather they make their applications in the 
traditional jobs and companies where they have been accustomed to be 
accepted. Apparently, it will take a considerable period before minority 
groups will alter their patterns of seeking employment. Nor is this sur¬ 
prising. They are seeking jobs, not test cases and not the opportunity to 
be insulted. 39 

A final factor which limits labor mobility is the natural reluctance of 
employees to accept employment too distant from home. Although this 
reluctance has been overcome to a considerable extent by transportation 
improvement, it still remains for all but the dyed-in-the-wool suburban 
commuter. Nearness of job to residence is a prime consideration, and such 
nearness may mean that a worker will prefer a job on one side of town at 
a lower rate to a better paying job a long bus ride away. 

Migrations and Mobility 

The fact that labor is considerably immobile in its relation to specific 
jobs remains true despite the great mass migrations which have taken 
place throughout history. In other words, the supply of labor to the firm 
is relatively immobile and inelastic; but the supply of labor in the economy 
is more mobile and more elastic, particularly in the long run. 

Most mass migrations were induced by war, famine, or other disaster; 
or else by the promise of a better life in a new land. The familiar story of 
European immigration to America fits into these categories and so do the 
migrations of Negroes from the southern cotton fields into northern in- 


18 The foregoing analysis of labor mobility owes much to L. G. Reynolds and 
Joseph Shister, Job Horizons (New York, Harper and Brothers, 1949). Through the 
courtesy of Professor Shister, we were permitted to use this study in page proofs. 

89 H. R. Northrup, “Proving Ground for Fair Employment,” Commentary , 
4:552-556 (1947). 
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dustry. It should be noted, however, that most of this migration has been 
unplanned and lacking in direction. Immigrants coming to America rarely 
had specific job opportunities in mind, but took the first position offered. 
During World War II over a million persons, white and colored, left the 
South for other parts of the country, particularly the war industries of 
the Midwest and Far West. 40 They came for better jobs, but not for par¬ 
ticular jobs. 

There were, of course, exceptions. The Kaiser Company interviewed 
workers all over the country and sent them to the west coast shipyards 
for particular jobs. The AFL Building Trades Department supplied labor 
for construction jobs throughout the country and even for bases on Pacific 
islands. For the most part, however, the migrations of World War II or 
those of previous periods represented the urgings of men for economic 
betterment and not movements to special prearranged jobs. Migrations 
increase labor mobility in the broad sense. On the local scene, however, 
they affect labor mobility to a much lesser extent. 


40 W. Haber and E. Welch, “The Labor Force During Reconversion ,” Review oj 
Economic Statistics , 26:194-205 (1944). 
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The Demand for Labor 




In June 1948, a total of 16,161,000 wage and salary workers 1 were em¬ 
ployed in manufacturing industries in the United States at average weekly 
earnings of $52.95. 2 The total wage bill paid by employers to these work¬ 
ers in the month of June 1948 approximated three and a half billion dol¬ 
lars. What determined that the wage bill in manufacturing should be of 
this size? Is there at any one time a fixed “wage fund” which limits the 
total compensation available for workers? Why was not employment 
larger, or smaller, in these industries? 

The problems raised by these questions form the subject matter of 
this chapter. We shall see that the volume of employment and the size of 
the wage bill are mutually determined by the supply and demand for 
labor. But supply and demand in this context are considerably more com¬ 
plex in nature than in the usual problem of market equilibrium for a 
product sold under perfectly competitive conditions. We have already 
had occasion to consider some of the peculiarities of supply of labor in the 
preceding chapter. In this chapter we shall turn our attention to the 
demand for labor. 

Labor as a Factor of Production 

Employers have a “demand for labor” just as they have a demand for 
coal, or electricity, or raw materials or any other of the “means of produc¬ 
tion” which are required to manufacture a finished product. In thus con¬ 
sidering labor as a “means of production,” we are not, of course, over¬ 
looking the fact that labor is highly personalized and therefore, for many 
problems in the field of labor economics, cannot be treated as the equiva¬ 
lent of so many hours of “energy” on the same level as a lifeless thing 
like a machine. However, when we are trying to understand the entrepre¬ 
neurial calculations which shape the demand for labor, we must recognize 
that from the point of view of an employer seeking to operate his plant in 
the most efficient manner passible, the outlay for labor is a cost of produc¬ 
tion, in the same sense as the outlay for electricity or raw materials. 

No matter how understanding an employer may be in dealing with 
his personnel, the exigencies of market competition compel him to attempt 

1 Monthly Labor Review, 67:317 (1948). 

* Monthly Ijabor Review, 67:335 (1948). 
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to obtain maximum output at minimum cost from available factors of 
production. In so doing, the employer will find it advantageous to con¬ 
sider whether or not he would be better off if he used a little less labor 
and more machinery, or perhaps more labor and wasted less material, and 
so on. Thus, in the employer’s calculations, labor becomes merely one of 
the many factors which can be combined in various proportions to yield 
varying amounts of physical output. 

The Marginal Productivity Theory 

The total amount of labor demanded at a given wage will be the sum 
of the quantities demanded by all individual employers in all industries. 
Each individual employer in “buying” labor on the market will seek to 
hire that amount of labor relative to quantities of other factors which, 
broadly speaking, will afford him the maximum profit. In other words, the 
employer will hire a worker only if the cost of the employee’s services is 
less than the anticipated contribution which this particular employee will 
make to the revenues of the firm. For example, an employer will not hire 
an additional worker at $10 a day if he estimates that the worker can 
only produce per day a product valued at $7. The calculation of the em¬ 
ployee’s anticipated marginal contribution can, of course, only be approxi¬ 
mate. Nevertheless, some such estimate must be made if the employer 
is to know how much of each factor he should utilize in manufacturing 
his finished product. 

The proposition that employers will hire labor only so long as it con¬ 
tributes more to revenues than it adds to costs has teen called the mar¬ 
ginal productivity theory. Actually, it is simply a logical deduction from 
the major premise that businessmen seek to maximize profits. Of course, 
not all entrepreneurs will in fact behave as the proposition asserts they 
should if they are to maximize profits. But most employers probably will. 
Despite the criticisms that have been leveled at the theory, no other 
theory has been proposed which offers as satisfactory an explanation of 
the forces which determine the volume of employment and the size of the 
wage bill. 

Unfortunately, the term, marginal productivity theory, has acquired 
a bad reputation among critics who disapprove of the theory on the 
ground that it fails to conform to the realities of the labor market. Many 
of these criticisms are attributable to a misunderstanding of the theory, 
rather than to inadequacies of the theory itself. But these controversies 
need not concern us at this point. The theory of wages could be explained 
quite well without any mention of the words “marginal productivity.” 
Because the phrase “marginal productivity theory” is convenient and 
has become a familiar part of the economist’s vocabulary, we shall use it 
in the following discussion. But it is to be understood simply as a short- 
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hand method of expressing the principle that businessmen will ordinarily 
not pay a worker more than he is worth—using the term “worth” in its 
strictly economic sense without any moral or social connotations. How 
this economic “worth” is to be determined will be the subject of discus¬ 
sion in subsequent sections of this chapter. 

The Wages Fund Theory 

At first glance, the proposition that the wage of labor will approxi¬ 
mate the marginal product of labor does not seem to be particularly pro¬ 
found. Nevertheless, it is a logical proposition which economic theorists 
were a long time in grasping. It was necessary first to discard the errone¬ 
ous notion of an “iron law of wages” in which the long-run remuneration 
of labor was confined to a subsistence level. This theory—which has been 
briefly examined in the preceding chapter—explained the determination 
of the wage level almost exclusively by supply considerations. The next 
theory to gain popularity shifted attention to the demand side. In the 
latter part of the eighteenth century and the first part of the nineteenth 
century in England and France, the so-called “wages fund” theory played 
an important role in wage theory. Economists now sought to explain the 
determination of the aggregate amount of funds which employers were 
prepared to expend in hiring labor. The amount of such funds available 
for paying wages and salaries was conceived of as substantially fixed 
at any given period of time. In some discussions, this fund was referred 
to as “capital.” 

The wages fund theory declared that the rate of wages is determined 
by the ratio between this “capital” and the working population. A& ex¬ 
plained by one famous exponent of the theory, “capital” meant circulat¬ 
ing capital, and not even the whole of that, but only the “part which is 
expended in the direct purchase of labour.” “Wages not only depend upon 
the relative amount of capital and population, but cannot, under the rules 
of competition, be affected by anything else. Wages cannot rise but by an 
increase of the aggregate funds employed in hiring labourers, or a diminu¬ 
tion in the number of competitors for hire; nor fall, except either by a 
diminution of the funds devoted to paying labour, or by an increase in the 
number of labourers to be paid.” 3 

The wages fund theory was never clearly formulated and there was 
much confusion as to the precise meaning of its terminology. Some formu¬ 
lations of the theory amounted to no more than a truism. To explain the 
rate of wages by saying that it is a result of the proportion between the 
number of employees and the amount expended upon their wa^s by 


1 J. S. Mill, Principles of Political Economy , Ashley, ed. (London, Longmans, 
Green and Company, 1909), pp. 343-344. 
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employers is simply to state an arithmetical proposition, not an economic 
theory. On the other hand, to maintain that there is a definite and fixed 
fund which is available for payment of wages is clearly erroneous. Wages 
fund theorists believed that the fund could not be expanded at the expense 
of profits—that diminution in profits would also reduce the wages fund. 
But this conclusion rested on the implicit assumption that employers 
earned only “normal profits,” that is, profits at the minimum level nec¬ 
essary to induce an employer to stay in business. As long as there are 
surplus profits, so that a reduction in profits will not force employers out 
of business, the wages fund can be expanded by diverting profits to wage 
and salary payments. 

Wages fund theorists, in describing the fund as a “capital,” frequently 
confused a capital composed of physical commodities with a money capi¬ 
tal. Obviously, if the theory relies upon a fixed fund composed of so many 
dollars and cents available for expenditure upon labor it can have no 
validity in a modern economy with an elastic credit system. The amount 
of funds available to pay the wages of labor can always be expanded by 
borrowing from banks if employers are willing to pay the market rate of 
interest. 

But there is a sense in which the wages fund theory has some validity. 
In our modern economy, most products are produced by “roundabout” 
methods of production. That is, the various commodities which constitute 
the real wage of labor represent the result of a long “period of produc¬ 
tion.” An automobile may come off the production line at Willow Run 
every minute, but this rapid rate of output is made possible only by the 
fact that iron ore was mined years before, and steel produced and fabri¬ 
cated into a huge factory and equipment capable of turning out automobiles 
on a mass production basis. At any given moment, only a certain amount 
of finished products are emerging from the long production line repre¬ 
sented by our entire productive process, just as on the production line at 
Willow Run most of the cars are in an incomplete stage with only a few 
ready to be driven off and purchased by consumers. 

Workers do not want to buy iron ore, or automobile frames, with their 
wages. They want finished products, ready for use and consumption. If 
the flow of such finished products cannot be substantially increased in the 
short run, an increase in money wages paid to employees may simply 
produce a rise in prices without augmenting workers’ real wages. Thus, in 
the short run, the rate of real wages is, to some extent, limited by the size 
of the “subsistence fund” representing the efforts of past labor which 
must support current labor until new products emerge from the produc¬ 
tive process. However, such a wages fund is flexible over time. Contrary 
to the view of the proponents of the old wages fund doctrine, an increase 
in the working population need not reduce the wage rate. On k the con- 
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trary, when time has permitted the larger number of workers to be better 
organized so as to achieve a more efficient division of labor, there may be 
an increase in current output of finished goods which will raise the level 
of real wages. 

The wages fund theory was originally propounded as a means of ex¬ 
plaining the determination of the level of real wages. In time, however, it 
was converted into a doctrine which could be used to prove that attempts 
by workers to raise their real wages were futile. This perversion of the 
doctrine ultimately led to its recantation by one of its most famous pro¬ 
ponents. He conceded that the wages fund was not fixed, that the whole 
of the capitalists’ means was potentially capital (in the sense of advances 
to labor), and that the amount which actually became capital depended 
on capitalists’ personal expenditures. 4 

Laws of Production 

Following the demise of the wages fund theory, the marginal produc¬ 
tivity theory became the doctrine commonly applied by economists to 
explain the demand for labor. Briefly, this theory reduced to two proposi¬ 
tions: (1) employers would not ordinarily pay labor more than its mar¬ 
ginal contribution to the product of industry; (2) the force of competition 
tended to make employers pay labor the full value of such marginal con¬ 
tribution. The precise assumptions upon which this theory depended for 
its validity will be explored subsequently in this chapter. First, we must 
turn our attention to certain “laws of production” which influence the 
size of the additional physical product which a worker can produce and 
therefore enter into the determination of the wage which the employer 
can afford to pay him. 

Thk Law of Proportions 

The law of proportions is concerned with the effect on total output 
of adding successive amounts of one factor of production to another factor 
or group of factors which is held constant in amount. Thus we may wish 
to know the effect on total product of adding additional workers to assist 
in the cultivation of one acre of corn. Or we may wish to know the be¬ 
havior of total output of shoes as the amount of capital per worker is in¬ 
creased. The universal rule in such cases is that, with a given state of 
technology, the application of successive units of any variable factor to 
another fixed factor will, after a certain point is reached, yield less than 
proportionate returns. This law of proportions—which the reader has 
undoubtedly met in his readings in introductory economics under the 
name of the law of diminishing returns—is of fundamental importance to 

4 The recantation was made by John Stuart Mill. See E. Roll, A History of Economic 
Thought , rev. ed. (New York, Prentice-Hall, 1942), p. 402. 



278 


ECONOMIC THEORY OF LABOR 


marginal productivity determination. The marginal productivity theory 
postulates that, in equilibrium, the wage of labor will be equal to its mar¬ 
ginal product. If, by adding successive units of labor to fixed quantities of 
other factors, employers could always obtain more than proportionate in¬ 
creases in total product, there could be no equilibrium of the firm. Each 
employer would strive to expand output indefinitely, since profits could 
always be increased by adding more workers. 

If industry did, in fact, operate under such increasing (in contrast to 
diminishing) returns, employers could not afford to pay labor its marginal 
product. Suppose, for example, that all workers are of equal ability and 
that employment of additional labor increases total product as follows: 


Men 

Total Product 

M arg inal Product 

1 

4 


2 

10 

6 

3 

17 

7 

4 

25 

8 


The addition of a fourth worker increases output by 8 units. But the em¬ 
ployer could not afford to pay a wage rate equivalent to 8 units of product, 
since all workers have to be paid the same wage, and payment of an hourly 
wage of 8 units of output would involve a wage bill of 32 units, which is 
in excess of total product. 

In practice, employers operate within the range of diminishing returns. 
Therefore, the marginal product of labor will be decreasing, not increas¬ 
ing, as in the above hypothetical example. 


Men 

Total Product 

Marginal Prod act 

1 

4 


2 

10 

6 

3 

14 

4 

4 

17 

3 


In this illustration, the addition of the fourth man increases total product 
from 14 to 17 units. The marginal physical product (i.e., the increase in 
total product attributable to the addition of the last unit of variable 
factor) of the fourth man is 3 units, and the employer therefore can profit¬ 
ably pay up to 3 units as his wage. Because of diminishing returns, the 
wage bill will not exhaust total product—the wage bill would be only 12, 
while total product would be 17. 
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The operation of the law of diminishing returns can be conveniently 
illustrated by the following figure: 

The curves in Fig. 7 indicate the effect of adding varying amounts of 
labor to a fixed quantity of capital. The total product curve (uppermost 
in the figure) rises first at an increasing rate to point X, then at a diminish¬ 
ing rate to point G, and thereafter declines. For the number of laborers 
at which the rate of growth in total product is greatest (OZ), the marginal 
product of labor reaches its maximum. The marginal product and the 
average product of labor are equal at point E. At the corresponding point 
on the total product curve (F), a line through the origin (O) will be tan¬ 
gential to the total product curve. This is simply a geometric expression 
of the fact that marginal and average products are equal. Beyond the 
employment OB, marginal product of labor becomes negative, indicating 
that additional laborers so impede each other’s work that total product 
actually is diminished. 

Stage I in the figure is characterized by increasing returns for labor 
and negative returns for capital. In other words, there is such an excess 
of capital relative to labor that the marginal productivity of capital is 
actually negative. This can be seen from the fact that if the proportion of 



STAGE I 


STAGE 31 


STAGE3H 


Increasing returns 
for labor 
Negative returns 
for capital 


Diminishing returns 
for labor 

Diminishing returns 
for capital 


Negative returns 
for labor 
Increasing returns 
for capita) 


Fig. 7. Productivity curve. (For purposes of exposition, the marginal and average 
curves have been drawn to larger scale than the total curve.) 
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factors is changed, so that more labor is added relative to capital (which 
is equivalent to taking away capital from a fixed amount of labor), the 
average product of labor will increase. With such a proportion between 
labor and capital, the workers are more productive if some of the capital 
equipment is removed. It is obvious that a rational employer, if he can 
help it, will not employ a combination of factors in this range in which the 
contribution of one factor is negative. 

Stage II is the range within which production is technically efficient. 
The precise ratio of labor to capital which will be used within this range 
will depend upon the costs of the two factors relative to the value of the 
product. To be efficient means to know how to “waste” the right factor. 
If labor is expensive while capital is cheap, the most profitable ratio of 
combination will lie close to line AEF within Stage 11. In other words, a 
large amount of capital will be used relative to labor, thus yielding a high 
marginal product for labor. This explains why, in the United States where 
labor has customarily been relatively scarce and expensive, a high capital- 
labor ratio is employed, whereas in China where labor is cheap, little 
capital is employed with labor. 

As w T e move from left to right in Stage II, adding more laborers to a 
fixed amount of capital, the marginal product of labor falls. This suggests 
that certain craft union officials are acting quite rationally in attempting 
to keep labor in short supply by imposing restrictions on entrance into 
the trade and other limitations which make labor scarce relative to capi¬ 
tal. For the smaller the supply of labor relative to capital, the higher will 
be its marginal product. And other things being equal, the higher the 
marginal product of labor, the higher will be its wage. 

The Law of Scale 

The law of proportions, as we have seen, is concerned with the effect 
upon total physical output of adding increasing amounts of variable fac¬ 
tors to an unchanging amount of a fixed factor. The law of scale, on the 
other hand, concerns the effect upon total product of increasing all factors 
together in the same proportion. For example, if we double the amount 
of capital and the quantity of labor and the amount of land, will output 
likewise double? Will the increase in total product be greater or less than 
in proportion to the increase in the quantity of factors? 

Why is this problem relevant to marginal productivity determination? 
The size of the marginal physical product contributed by a particular 
worker will depend upon the size of the establishment in which he is em¬ 
ployed. Take the example of Jones, the shoemaker. If Jones is employed 
in an establishment having only 10 employees, chances are that most of 
his work will be done by hand. Moreover, he will probably have to make 
the entire shoe himself, since the number of employees will be too small 
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to permit efficient division of labor. However, as the size of the establish¬ 
ment grows, there will come a point—say, when 100 men are employed— 
at which it will pay the employer to utilize expensive machinery designed 
to perform individual operations such as lasting, cutting, and so on. More¬ 
over, the workers can be arranged in a production line, each worker per¬ 
forming only a specialized operation at which he soon becomes highly 
proficient. 

As a result of the introduction of machinery and division of labor, 
efficiency of operation will increase. Consequently, the physical produc¬ 
tivity of a worker in the large factory will be greater than the physical 
productivity of a worker in the small plant. Here we have a situation in 
which an increase in the amount of labor and capital produces a more than 
proportionate increase in total output. This consequence is fundamen¬ 
tally attributable to the fact that machinery can only be introduced in 
“chunks/' A conveyor belt and production line cannot be advantageously 
used with only 10 employees, and the small firm cannot use half a ma¬ 
chine. As the size of a firm grows, various “indivisible” chunks of other 
factors become profitable to use, and such utilization, impracticable in a 
smaller plant, may produce a substantial improvement in efficiency. 

However, if such improvement were a continuing possibility as a 
function of increasing scale, there would be no limit to the size of firms. 
Our economy would be composed of giant monopolies, each supreme in its 
own field. Obviously, this eventuality lias not occurred. The reason is 
that as a firm grows in size, the problems of organization, supervision, and 
coordination grow in complexity. Management becomes farther and far¬ 
ther removed from actual operations as the hierarchy of minor officialdom 
grows. As a consequence, beyond a certain size—which varies by industry 
—inefficiency develops and the rate of increase in total product becomes 
less than proportionate to the increase in quantity of all factors used. 

Another reason for the eventual decline in rate of growth of total out¬ 
put as size of firm grow r s is that beyond a certain point it is not possible 
to increase entrepreneurship in the same proportion as other factors. Men 
who can efficiently manage million-dollar enterprises are few and far be¬ 
tween. Consequently, as existing management finds it must itself coordi¬ 
nate larger quantities of labor and capital, inefficiency develops. This is 
simply a reflection of the operation of the law of proportions—increasing 
amounts of labor and capital added to the unchanging factor of entre¬ 
preneurship result in diminishing returns in terms of total output. 

Thus the law of scale and the law of proportions set important limita¬ 
tions on the proportion and amount of factors which will be used in indi¬ 
vidual firms. Were it not for the law of proportions there would be no 
limit to the output of a firm; were it not for the law of scale there would 
be no limit to the amount of all factors which could profitably be com- 
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bined under one management. These laws, therefore, play an important 
role in determining the physical environment in which labor will work and 
thereby influence the size of physical product which will be attributable 
to the efforts of particular workers. 

Demand for Labor in the Individual Firm 

Nature of Productivity Determination by Employers 

The laws of production which we have just examined, by setting a 
limit to size of plant and output, make possible an equilibrium adjust¬ 
ment of costs and revenues in the individual firm. We are now prepared 
to consider the nature of marginal productivity determination as one 
aspect of this equilibrium of the firm. 

Few employers ever heard of marginal productivity; yet they are 
called upon to apply the principles of this doctrine almost every day in 
the conduct of their business affairs. John Doe, a machine operator, ap¬ 
plies to a broom factory for a job. Should the employer hire him or not? 
The mental calculation of the employer faced by this problem will in 
substance be no different from that which he would make in determining 
the desirability of undertaking any other type of acquisition for the plant. 
The question in each case is: will purchase of the additional unit or units 
of the productive resource increase the revenues of the firm by an amount 
in excess of the addition to cost incidental to its employment? If the addi¬ 
tion promises to augment profits, so calculated, the resource will be ac¬ 
quired; if not, the opportunity to purchase will be forgone. 

Obviously, the calculation must ordinarily be approximate, and often 
highly conjectural. Determination of Doe's anticipated marginal con¬ 
tribution to the firm would be facilitated if three conditions were satisfied: 
(1) if his employment did not require use of additional material or capital 
so that his contribution would be net without deduction for incidental 
expenses; (2) if the increment in output attributable to his employment 
could be measured in distinct separable completed physical units; (3) if 
the price at which the increased output could be sold could be accurately 
forecast. In practice, these conditions are never realized, so that, at best, 
the employer's calculation of the marginal worth of an employee must 
remain in the realm of approximation. 

In a Robinson Crusoe economy where Crusoe had merely to evaluate 
the worth of the services of one man Friday, the marginal product of 
labor could be determined with fair precision. In a typical modern factory, 
however, where thousands of employees, aided by complex machinery, 
together pool their efforts to produce a joint product, the contribution of 
the individual employee becomes indistinct. Nevertheless, employers 
must make some estimate of the worth of additional employees. Other- 
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wise, the personnel manager would go on hiring ad infinitum , and there 
would be no limit to the size of the firm. Moreover, a company could not 
long remain in business if it continued to pay its employees more in wages 
than their labor contributed to the revenues of the business. 

Businessmen naturally do not think in the economist’s technical phrase¬ 
ology, yet in practice they satisfy the essentials of the marginal produc¬ 
tivity theory. That is, in general, they seek to maximize profits by operat¬ 
ing their businesses in the most efficient manner possible. They add to 
their productive capacity only so long as they anticipate such additions 
will increase profits, and they will not ordinarily pay more for productive 
resources than they are worth to the firm. 

Marginal Productivity Calculations 

Productivity calculations are frequently “rule of thumb.” The em¬ 
ployer may make a quick calculation on a scrap of paper, or the process 
may be entirely mental. Tables 18 and 19 are intended merely to clarify 
and elaborate the nature of the shorthand calculation which employers 
make in determining the volume of employment in a firm. Ordinarily, the 
employer will have no such detailed schedules available. 

Assume that our factory produces brooms and that the relationship 
between employment, physical product and revenue is estimated to be as 
follows: 


Table IS 

Pure Competition 


1 

2 

S 

4 

5 

6 

7 

8 

9 

Units ! 

of 

Labor 

Total 

Product 

Marginal 

Physical 

Product 

Price 

Per 

Unit 

. 

Value of 
Marginal 
Physical 
Product 

Total 

Revenue 

Gross 

Marginal 

Revenue 

Inci¬ 

dental 

Incre¬ 

mental 

Expenses 

Net 

Marginal 

Revenue 

1 

20 

20 

5 

100 

100 

100 

2 

98 

2 

50 

30 

5 

150 

250 

150 

2 

148 

3 

70 

20 

5 

100 

350 

100 

2 

98 

4 

85 

15 

5 

75 

425 

75 

2 

73 

5 

95 

10 

5 

50 

475 

50 

2 

48 

0 

100 

5 

5 

25 

500 

25 

2 

23 

7 

100 

0 

5 

0 

500 

0 

2 

-2 

8 

99 

1 -1 

5 

— 5 

495 

—5 

2 

-7 
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Table 19 

Monopolistic Competition 


1 

2 

S 

4 

5 

6 

7 

8 

9 

Units 

of 

Labor 

Total 

Product 

... . 

Marginal 

Physical 

Product 

Price 

Per 

Unit 

Value of 
Marginal 
Physical 
Product 

Total 

Revenue 

Gross 

Marginal 
Revenue 

Inci¬ 

dental 

Incre¬ 

mental 

Expenses 

Net 

Marginal 

Revenue 

1 

20 

20 

5 

100 

100 

100 

2 

i 98 

2 

50 

30 

4 

120 

200 

100 

2 

98 

3 

70 

20 

3.5 

70 

245 

45 

2 

43 

4 

85 

15 

3 

45 

255 

10 

2 

8 

5 

95 

10 

2 

20 

190 

-65 

2 

-67 

6 

100 

5 

1 

5 

100 

-90 

2 

-92 


Consider first columns 1, 2, and 3 of Table 18. As additional units of 
labor are added to unchanging quantities of the other factors, the total 
product increases, at first more than in proportion to the increase in labor 
and subsequently less than in proportion to the increase in labor. Eventu¬ 
ally, total product actually decreases. (This might be attributable to the 
fact that with 8 men and a limited amount of equipment, the men get in 
one another’s way, so that output is curtailed.) This variation in total 
product and marginal physical product reflects the operation of the law 
of diminishing returns. If labor were paid in brooms and the rate of wages 
as established in the market was 16 brooms, this employer could afford 
to hire only 3 workers. With 3 men on his force, the employer gets produc¬ 
tion of 70 brooms, the third employee having increased production by 
20 brooms. But the addition of a fourth worker would increase output 
only to 85 brooms. Fifteen brooms is therefore the marginal physical 
product attributable to the fourth worker; that is, it is the increment in 
total physical production attributable to the employment of an additional 
unit of the variable factor. If wages are paid in brooms, the employer 
cannot afford to pay this man 16 brooms when he adds only 15 brooms 
to the output of the firm. 

Since, in a modem capitalistic economy, labor is paid in money wages 
and not in physical product, employers must estimate the money value 
of the physical contribution made by additional units of labor. The value 
of the marginal physical product is obtained by multiplying marginal 
physical product (col. 3) by price per unit of product (col. 4). It will be 
observed that under pure competition (Table 18), the value of the mar¬ 
ginal physical product and gross marginal revenue (col, 7) are equal. The 
gross marginal revenue product of labor is calculated either by finding 
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the difference between total gross revenue obtained with a given amount 
of labor and that obtained with a smaller amount of labor, or by sub¬ 
tracting from the value of the marginal physical product the loss in rev¬ 
enue, if any, on units of product produced without* use of the additional 
units of the factor, when the loss is caused by a fall in price because of the 
augmented output. Since in pure competition any amount of product can 
be sold at the same.price, there is no loss in revenue on earlier units and 
therefore the value of the marginal physical product is equal to the gross 
marginal revenue product. Ignoring for the moment columns 8 and 9 of 
Table 18, we observe that if the wage rate for broommakers were estab¬ 
lished in the market at $30, this firm could afford to employ only 5 work¬ 
ers. The gross marginal revenue product, i.e., the increment in total 
revenue attributable to the addition of a sixth worker is only $25. A firm 
which seeks to maximize profits will not employ a man costing $30 to 
turn out $25 worth of product . 

In monopolistic competition, however, at a wage rate of $30, the em¬ 
ployer could afford to employ only 3 men. (Table 19, col. 7.) The size of 
the firm and its volume of employment will therefore be less in monopo¬ 
listic competition than in pure competition. This consequence is attribut¬ 
able to the fact that in monopolistic competition, the price of the product 
declines with increases in output, and therefore total revenue will decrease 
much more sharply than in pure competition. In Table 19, it will be ob¬ 
served that gross marginal revenue product (col. 7) is less than the value 
of the marginal physical product (col. 5). The use of additional labor 
produces an augmented output which can only be marketed at a reduc¬ 
tion in price, and the price reduction diminishes revenue on all former 
units of product. Thus employment of the third worker results in produc¬ 
tion of 20 extra units which can be sold only by taking a reduction in 
price from $4 to $3.50. The value of the marginal physical product is $70 
(col. 4 multiplied by col. 3). But the reduced price is applicable' as well 
to the 50 units which could have been produced without the extra man, 
and therefore the loss of revenue on these units of $25 (50 multiplied by 
one-half equals 25) must be subtracted from $70, leaving $45 as the gross 
marginal revenue attributable to use of the third worker. Thus it is ap¬ 
parent that in monopolistic competition a worker cannot be paid the value 
of his marginal physical product , since this would exceed the amount of 
his marginal revenue contribution to the firm. In both pure and monopo¬ 
listic competition, it is with reference to the marginal revenue product of 
labor that the employer will make his employment decisions. 

Thus far we have considered only the gross revenue productivity of 
an increment of labor. But ordinarily the employment of additional units 
of a factor will require a change in outlay upon other complementary or 
substitutable means of production such as tools, raw materials, electricity, 
and so forth. To determine the net contribution of the increment of labor, 
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these incidental changes in expenses for other things than labor must be 
deducted from the gross marginal revenue product. For simplicity in pres¬ 
entation, we have assumed in the tables that these incidental expenses 
are the same for each addition to the labor force, though in practice such 
lack of variation would be a rarity. Employment of additional labor will 
tend to reduce incidental expenses when labor is used as a substitute for 
other factors and to increase incidental expenses when labor is used in 
conjunction with other factors (complementarity). The latter relation is 
the more common in the short run. If it were possible to employ one more 
unit of labor in a given plant, with given machinery, given raw materials, 
and given intermediate products, there would still be incidental expenses 
which would have to be deducted from the gross marginal revenue prod¬ 
uct, because use of more working capital is involved in the investment of 
more labor hours over a given period of time . 6 

In estimating what these incidental expenses will be so as to ascertain 
the net marginal revenue product of labor, the employer takes the prices 
of other factors of production as given. But as individual employers alter 
their demands for such complementary factors as are needed to be used 
with the additional units of labor, the prices of the former will obviously 
be affected, and this change will in turn affect the net productivity of 
labor. Such reactions can be ignored in drawing up the marginal produc¬ 
tivity schedule of labor in an individual firm since the demand for other 
factors by this firm is not likely to be large enough to alter their market 
price. However, when we consider the problem from the point of view 
of the economy as a whole, account must be taken of possible price reac¬ 
tions and redistributions of other factors. The schedule of a factor’s mar¬ 
ginal productivity in the economy as a whole will take account of neces¬ 
sary changes in the marginal productivity curves of individual firms due 
to consecutive changes in prices of complementary factors in the course 
of their'reapportionment among competing uses. As a consequence, the 
schedule of a factor’s marginal productivity in the economy as a whole 
will be quite different from an aggregate of all marginal productivity 
curves in all single enterprises in the economy . 6 

Conditions of Equilibrium in the Firm 

With the foregoing discussion as a basis, the conditions necessary to 
achieve marginal productivity equilibrium in the individual firm can be 
stated. Assume that pure competition exists both in selling the finished 
product of the firm, and in hiring labor. In other words, the demand curve 

6 Fritz Machlup, “On the Meaning of the Marginal Product,” in Readings in the 
Theory of Income Distribution (Philadelphia, The Blakiston Company, 1046) p 173 

6 Fritz Machlup, “On the Meaning of the Marginal Product,” in Readings in the 
Theory of Income Distribution (Philadelphia, The Blakiston Company, 1946) p 174 
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for the firm’s product will be horizontal, meaning that it expects it can 
sell increasing amounts of the product without affecting market price. The 
supply curve of labor to the firm will also be horizontal, meaning that the 
firm expects it can obtain more labor without having to raise the wage it 
offers new employees. Assume further that perfect competition prevails 
in the industry so that there is free entry of new firms. This condition 
insures that the firm will earn no more than “normal profits” (i.e., the 
minimum profits necessary to induce the entrepreneur to remain in 
business). In such a firm, the average cost curve will be tangential to the 
demand curve at the point of minimum cost. 


Y 



Fig. 8. Equilibrium of firm in perfect competition. 

This condition is illustrated in Fig. 8 in which market price is meas¬ 
ured along the Y-axis and firm out put along the X-axis. Since pure compe¬ 
tition is assumed to exist in the market for the product, the demand curve 
(PP') is horizontal, and the firm will produce that output (OM) at which 
its average costs, represented by curve AC, are at a minimum. If at such 
output the firm were to make an abnormal profit—which would be the 
case if curve AC dipped below the demand curve at output OM—new 
firms would be attracted into the industry with the result that prices 
would tend to fall and costs would tend to rise, thus eliminating the ab¬ 
normal profits. Conversely, if curve AC were above the demand curve at 
all points, the operations would be conducted at a loss and some firms 
would be forced out of business. Factors of production would thus be 
released for use by other firms, producing a diminution in cost, while at 
the same time prices would tend to rise because of the reduction in output. 
Ultimately an equilibrium would be established (as illustrated in Fig. 8) 
in which the price per unit received by the firm for its product would just 
cover its average cost per unit, including a normal profit. 
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Under these assumed conditions, what relation must exist between 
factor costs and factor marginal products if the firm is to be in perfect 
equilibrium? In the first place, the costs of the various factors of produc¬ 
tion must be in proportion to the value of their marginal physical prod¬ 
ucts. Assume that there are only two factors of production: labor (L) 
and capital (C). Then equilibrium of proportions of the factors will be 
attained when, and only when, the following relationship obtains: 

Marginal product L _ Marginal productc 
CostL Costc 

This condition of proportionality of marginal products is simply another 
way of stating that the method employed in a position of equilibrium 
must be the cheapest method of producing the desired output. 7 If the 
value of the first fraction is greater than the second, it will pay the em¬ 
ployer to use more labor and less capital in producing any given output. 
The result of this adjustment will be to reduce the marginal product of 
labor (because of the effect of diminishing returns) and to increase the 
marginal product of capital. Conversely, if the price of labor should rise 
(the denominator of the first fraction), the employer will reduce his use 
of labor, thus increasing the marginal product of labor, and substitute 
capital for it, thus reducing the marginal product of capital. Thus the 
condition of proportionality of factor costs and marginal products must 
be realized if no inducement is to be offered the firm to alter its method of 
production. 

But this condition, although necessary to equilibrium of the firm, is 
not a sufficient condition of such equilibrium. That is, even though pro¬ 
portionality is achieved, an advantage may still remain to a firm to alter 
its employment of factors. For example, if the values of the marginal 
products of both labor and of capital exceed their respective costs, it 
would be profitable for the employer to increase output even though the 
condition of proportionality were satisfied. The increment in total revenue 
attributable to utilization of additional units of these factors would ex¬ 
ceed the addition which they make to total costs. Therefore, it would pay 
to hire more labor and purchase more capital. On the other hand, if the 
costs of labor and capital respectively exceed the value of their individual 
marginal products, an employer could increase his profits by curtailing 
use of both factors. Such curtailment would produce some decrease in 
total output, but under the conditions postulated, the reduction in rev¬ 
enue would be less than the saving in cost. 

7 In the technical terminology of an important book on the subject, the require¬ 
ment of proportionality of marginal products and prices becomes the condition that 
the price ratio between the two factors must equal their marginal rate of substitution. 
See J. R. Hicks, Value and Capital (Oxford, The Clarendon Press, 1939), p. 86. 
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The all-inclusive condition of equilibrium is that the cost of each factor 
must be equal to the value of its physical marginal product. This condi¬ 
tion is broader than that of proportionality. Obviously, if the marginal 
products of labor and capital are equal to their respective costs, they must 
also be proportional to their respective costs. 

Equilibrium in Monopolistic Competition 

In the actual business world, of course, this equilibrium position in 
which all factors receive the value of their respective marginal physical 
products is never attained. In fact, there is not even a tendency toward 
this particular equilibrium position (although, as will be elaborated 
below, there is a tendency toward a different equilibrium position), 
because under monopolistic competition, the wage of labor will always be 
less than the value of its marginal physical product, even if employers 
pay labor its full marginal revenue product. 

Under conditions of monopolistic competition with sloping demand 
curves, an employer cannot pay all factors the value of their marginal 
products because the sum of the incomes so computed would be greater 
than the total product. The sum of the incomes of the factors, computed 
on the basis of the value of their marginal physical products, and the 
total product which they jointly produce will be equal only when the 
productivity function is a “homogeneous function of the first degree,” 
i.e., when a small proportionate change in all factors together will yield 
a proportionate change in total product. This condition will be realized 
only where both average cost and average revenue (or price) remain con¬ 
stant as the amount of all factors is varied. In other words, it will be true 
only under pure competition with normal profits where for small devia¬ 
tions from equilibrium (the minimum point on the average cost curve 
AC in Fig. 8, p. 287 both demand and cost curves are approximately 
horizontal. 8 

In monopolistic competition, if there is a tendency toward equilibrium, 
it must be a tendency toward equality of marginal revenue products and 
factor costs, rather than of value of marginal physical products and 
factor costs. This is more than a mere substitution of terms. It means that 
the equilibrium of the firm in a monopolistic economy has no significance 
with regard to the distribution of resources or the maximization of total 
output in the economy as a whole. A firm may be in perfect equilibrium 
even though the contribution of the labor employed consists in advertis¬ 
ing a useless product. The marginal revenue productivity of labor has 
no meaning outside the individual firm. It has no social significance. It 

8 E. H. Chamberlin, “Monopolistic Competition and the Productivity Theory of 
Distribution,” in Readings in the Theory of Income Distribution (Philadelphia, The 
Blakiston Company, 1946), p. 149. 
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casts no light on such aggregates, for example, as total product or value 
of the product available to the consuming public. Only by postulating 
pure competition—so that the contribution of a factor is measured by the 
value of its marginal physical product—can income of the factors be re¬ 
lated to such concepts as these. 9 For this reason, when we consider mar¬ 
ginal productivity equilibrium in the economy as a whole, the discussion 
will be phrased in terms of pure competition. 

Equilibrium of a Monopsonist 

In the preceding discussion, it was assumed that pure competition 
prevailed in hiring labor, so that the supply curve of labor to the indi¬ 
vidual firm was horizontal. However, under certain circumstances (which 
have been considered in the chapter on supply of labor) the supply curve 
of labor to the individual firm may be less than perfectly elastic. In other 
words, a firm may require such a substantial proportion of a particular 
type of labor in an area that it will have to offer higher wage rates in 
order to attract employees away from other jobs. Such a firm, in esti¬ 
mating its labor requirements, will take into account the fact that its 
demand for labor affects the market price of labor, whereas the small firm 
which employs only a few workers will ignore the effect of its demand 
upon the prevailing w*age. The lirm wdiich is a large enough buyer of 
labor so that its demand will affect the price of labor is termed a “ monop¬ 
sonist,^” by analogy to a 11 monopolist ” w r ho is a large enough seller of a 
commodity so that his supply will affect the price of the commodity. A 
comparison of the equilibrium of the monopolist with that of the monop¬ 
sonist will serve to clarify the principles governing the purchase of labor 
by the individual firm. 

Figure 9 represents the familiar equilibrium of the monopolist in the 
sales market. Output is indicated along the X-axis wdiile costs and revenue 
in terms of dollars are indicated along the Y-axis. DU' represents the 
demand curve for the product and MR the marginal revenue curve. AC 
represents the average cost curve and AB the marginal cost curve for the 
firm. To achieve maximum profits, the monopolist seeks to equate mar¬ 
ginal revenue (MR) with marginal cost of output (AB). In other words, 
he will produce that output at which the addition to total revenue is 
just equal to the addition to his total cost. If average cost is constant, 
average cost will equal marginal cost, and as a consequence at the equi¬ 
librium output average cost will equal marginal revenue. But if marginal 
cost (AB) is rising, then marginal cost will be above average cost (AC) 


»E. H. Chamberlin, “ Monopolistic Competition and the Productivity Theory of 
Distribution,” in Readings in the Theory of Income Distribution (Philadelphia The 
Blakiston Company, 1946), p. 157. 
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Fig. 9. (Left) Equilibrium of monopolist. 

Fig. 10. (Right) Equilibrium of monopsonist. 

for the price (ZP) and output (OZ) at which marginal revenue and mar¬ 
ginal cost intersect. 

The equilibrium position for the monopsonistic buyer is analogous to 
that of the monopolistic seller. To achieve maximum profit, he seeks to 
equate marginal cost of the factor and its marginal revenue product. The 
marginal cost of labor is the addition to total labor cost which is attribut¬ 
able to the hiring of one more unit of labor. If the employer can obtain 
additional workers without raising wage rates, the marginal cost of labor 
and its average cost or wage will be the same to the firm. But if the em¬ 
ployer has to offer higher wage rates to attract new labor, the marginal 
cost of labor will exceed its average cost or wage. For example, if the pre¬ 
vailing wage in the firm had been $1 an hour, the employer may find it 
necessary to offer a wage of $1.25 an hour to new workers in order to 
draw them away from other employers. But if he pays this higher rate 
to the new men, he will also be compelled to pay it to all other men of the 
same skill in the firm in order to avoid dissatisfaction among the employ¬ 
ees, or trouble with the union. As a consequence, the addition to total 
cost (marginal cost) attributable to hiring the additional workers may be 
very great, and considerably in excess of the wage paid the new men. 

In Fig. 10, units of labor hired by the firm are indicated along the 
X-axis while the cost of labor and its productivity in terms of dollars are 
indicated along the Y-axis. The supply curve of labor (AC) is assumed to 
be rising to the individual firm. The monopsonist has to pay the supply 
price of the factor (ZP) which will represent average cost to him, but he 
determines his purchases with reference to the intersection of marginal 
labor cost (AB) and the marginal revenue product of the factor which is 
indicated in the demand curve for the factor (DD'). For the equilibrium 
output (OZ) at which marginal revenue product equals marginal cost of 
labor, the marginal revenue product (RZ) will exceed the wage (PZ). The 
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significance of this diyergence between marginal revenue product and 
wage will be explored in Chapter 13. 

The reader will observe that if the supply curve had been perfectly 
elastic, as represented by the broken line (SQ), the monopsonist would 
have purchased OG units of labor. Employment therefore would have 
been larger even though the wage QG exceeds the wage PZ! Likewise, 
examination of the curves will indicate that at the same wage of PZ, em¬ 
ployment would have been larger had the supply curve been perfectly 
elastic at that wage. Thus, with a given demand curve for labor, the 
amount of employment at a given wage will depend upon the shape of the 
labor supply curve. 

In summary, two important qualifications to the hypothetical equi¬ 
librium considered earlier in this chapter are required by the existence of 
monopolistic elements in selling and monopsonistic elements in hiring 
labor. The former makes it uneconomic for a firm to pay all factors, in¬ 
cluding labor, the value of their marginal physical products. The latter 
prevents labor even from receiving a wage equal to its marginal revenue 
product! As a consequence, in the actual business world, in so far as prod¬ 
uct demand curves and labor supply curves of less than perfect elasticity 
characterize particular firms, there will be no tendency for labor to be 
paid a wage equal to its marginal revenue product. 

Demand for Labor in the Economy 10 

In order to consider problems of demand and supply in the economy 
as a whole, it is necessary to assume pure competition. The schedules and 
curves which are drawn up are meaningful only under such conditions. 
Supply and demand curves should indicate that at a given price a certain 
number of units will be supplied or demanded, as the case may be, and 
that, if the price is different, a different quantity will be supplied or 
demanded. Under non-pure competition, however—whether in the market 
for finished products or in the market for factors—the quantities supplied 
or demanded will depend also upon the elasticity estimates of individual 
sellers and buyers. As a consequence, when a price changes under non-pure 
competition, the amount that will be supplied or demanded in the 
economy as a whole remains unknown because the effects of the price 
change upon the elasticities of supply or demand in all the various firms 
cannot be determined. 11 

In the economy as a whole under pure competition, the total amount 
of labor demanded at any given wage will be the sum of the quantities 
demanded by all individual employers in all industries. Each employer 

10 The discussion of this section is based in considerable part upon J. R. Hicks 
Theory of Wages (London, Macmillan and Company, 1932), chap. 1. 

11 The same difficulty applies to reasoning on the industry level. 
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will find it profitable to employ labor until the marginal product of labor 
is equal to the wage. Thus far, in considering the equilibrium of an indi¬ 
vidual firm, it has been possible to assume that the prevailing wage was 
established by the market, and that the individual firm simply adjusted 
its scale and method of production to it. However, when equilibrium in 
the economy as a whole is the subject of inquiry, it can no longer be as¬ 
sumed that the wage rate is given. The wage, along with the volume of 
employment, now becomes a variable which must be determined as part 
of the general equilibrium of supply and demand. 

Conditions of Equilibrium in the Economy 

Labor problems are essentially problems of change in the labor market. 
Unemployment, wage increases, hiring, firing—these are all associated 
with changes in the demand for labor. In order to understand the causes 
of these labor problems, it is instructive to study a labor market which is 
in perfect equilibrium and in which, therefore, all such problems of change 
and maladjustment are non-existent. While the actual labor market is 
never in such a perfect adjustment, there is nevertheless a tendency to¬ 
ward equilibrium of supply and demand. 

What conditions would be necessary to achieve perfect equilibrium 
in the market for labor in the economy as a whole? To answer this ques¬ 
tion, some highly artificial assumptions must be made. These assump¬ 
tions remove our analysis a long way from reality, but “in economics, as 
in other sciences, abstraction is usually the condition of clear thinking.” 12 

1. The first assumption is that the equilibrium of supply and demand 
for labor is maintained by the demand for labor in each firm remaining 
stationary. An equilibrium of supply and demand might be maintained 
even though all firms were subject to changing conditions of demand, as 
long as the fluctuations in demand of particular firms exactly compen¬ 
sated each other so that total demand and supply remained constant. 
However, for our purposes, the former assumption is more satisfactory. 
The assumption that demand for labor in every firm remains stationary 
implies that consumers’ tastes, technology, population, and all other dy¬ 
namic elements which might alter demand must also remain constant. 

2. The supply of labor is assumed to remain constant in order that 
attention can be directed to the nature of the demand for labor in full 
equilibrium. 

3. To eliminate complications produced by varying degrees of per¬ 
sonal efficiency, it is assumed that all workers in the labor market are of 
equal efficiency so that there is no reason for an employer to prefer one 
man to another. 


11 J. R. Hicks, Theory of Wages (London, Macmillan and Company, 1932), p. 7. 
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4. Perfect competition is assumed to prevail both in the market for 
labor and in the market for finished commodities. This assumption is nec¬ 
essary to eliminate change and movement from the economy. If some 
firms were making monopsonistic or monopolistic profits, there would be 
a tendency for entrepreneurs to move into the profitable field of enter¬ 
prise. This would increase the demand for labor in the particular locality 
and disturb the equilibrium of supply and demand. 

5. Labor is assumed to be perfectly mobile. Therefore wage differ¬ 
entials between areas or firms for the same type of work cannot be main¬ 
tained since the movement of workers away from the low-wage to the 
higher wage area or firm will eliminate the differential. 

6. All employers are assumed to be motivated by the desire to maxi¬ 
mize profits. 

Under these conditions, every employer will pay the same wage (as¬ 
sumption 5). Just as in individual firm analysis it was found that equi¬ 
librium requires a wage equal to the value of the marginal physical prod¬ 
uct, so this requirement must also be achieved for equilibrium in the 
economy as a whole. Every employer will choose a scale of output and a 
method of production such that the marginal product of labor will be 
equated to its wage. Any other production policy will not maximize 
profits (assumption 6). 

Determination of the Equilibrium Wage 

How high will the rate of wages be in equilibrium? The answer is that 
the equilibrium wage will tend to equal the product of marginal labor— 
that is, labor employed in its least profitable use. Assume that a worker 
employed in farming contributes $10 a day in value of his marginal prod¬ 
uct, while a worker in the steel industry makes a marginal contribution 
of $20. This discrepancy in productivity will induce a movement of labor 
from farms to the steel mills because of the higher wages which steel mill 
operators will be able to pay employees by reason of their high produc¬ 
tivity. Such a movement will have two consequences. The exodus from 
the farms will raise the marginal productivity of farm labor because a 
smaller amount of labor will now be employed in conjunction with land 
and capital than previously. On the other hand, employment of more 
men in the steel mills will lower the marginal productivity of labor in 
this activity and therefore tend to reduce the wage which mill operators 
are prepared to pay. Eventually the value of the marginal product of 
labor in all its various uses will be equalized so that there will be no in¬ 
centive for labor to move. Thus, despite the wide variety of products in 
whose production labor participates, employment will be carried to a 
margin which is common throughout industry. That margin will be one 
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of equal production of value, and the wage of labor in equilibrium will be 
equal to the value of its marginal product. 

The value of the marginal product with which we are concerned is a 
long-run concept. That is, it is not measured by the immediate decrease 
in output which is attributable to the removal of a given worker from a 
particular job. Such curtailment in product might be very great if the 
worker had been in a strategic position. Instead, the value of the marginal 
product is measured by the net decrease in output produced by the with¬ 
drawal of a worker after both capital and the remaining body of workers 
have had an opportunity to adjust to the changed proportions. Capital 
is conceived of as remaining constant in terms of money value, but capable 
of changing its physical manifestation. Thus, if we start with 10 men and 
10 shovels, and then withdraw 1 man from this work, it can be assumed 
that after a period of adjustment, the same amount of capital will be in¬ 
vested in 9 larger and more expensive shovels. Or if we add an eleventh 
man to the original work force, it can be assumed that the capital is now 
represented by 11 cheaper shovels. Were it not for this possibility of adap¬ 
tation by capital, the marginal product of additional workers would be 
very small. An eleventh man with no shovel at all would have a very 
small marginal product! Marginal productivity equilibrium is meaning¬ 
ful only as a long-run conception. The marginal product of labor in equi¬ 
librium will represent the net contribution to total product attributable 
to the last laborer employed when capital is assumed fluid. The value of 
this marginal product will be equal to the wage of labor. 

Since in equilibrium it is necessary that total demand equal total 
supply, the wage must be such that it enables all workers who desire 
work to find employment. If some workers remain unemployed, the wage 
cannot be an equilibrium wage. The unemployed men will be willing to 
accept a slightly lower wage than the prevailing rate in order to obtain 
employment. Since all men have been assumed to be of equal efficiency, 
employers will not pay some workers more than others. As a consequence, 
all workers will have to accept the lower rate. Since at the lower rate, more 
workers will be employed, the marginal product of labor will also be lower 
(due to the action of diminishing returns). At the equilibrium rate which 
just clears the market, the wage will be equal to the marginal product of 
all available workers. 

If the wage of labor were to rise above this equilibrium rate, two tend¬ 
encies would become operative. In the first place, firms would be induced 
to alter methods of production in such a manner as to use more capital 
and relatively less labor. In the second place, there would be a movement 
of investment funds into more capitalistic industries. Since in different 
industries making different products, the proportion of labor costs to 
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capital costs will differ, a rise in wage rates will have different effects upon 
profit margins in various industries. The more capitalistic an industry, 
the less its profits will be curtailed by a rise in wages. Therefore, there will 
be an advantage for emplpyers in industries using a high proportion of 
labor to move to the more capitalistic industries when their own capital 
equipment wears out. The net effect of these two tendencies will be to 
produce unemployment. But as we have seen, the existence of unemployed 
workers in the labor market would, under the conditions assumed, force 
down the wage rate. At the lower rates, there would be a movement back 
to the methods and types of production prevailing before the wage in¬ 
crease. Therefore in equilibrium, with all workers fully employed, there 
will be no advantage open to employers in changing methods of produc¬ 
tion or in shifting to other industries. The amount of labor demanded by 
each employer will be determined by the number of workers whose em¬ 
ployment produces a marginal product just equal to the wage, and the 
total amount of labor demanded will be the sum of these individual 
demands. 

Wages and Employment in the Actual Labor Market 

In the actual labor market, of course, the highly artificial assumptions 
of our simplified example are not realized. Labor is not homogeneous, nor 
is it perfectly mobile. Competition is not perfect either in the market for 
the finished product or in the market for factors of production. Many em¬ 
ployers act irrationally. Changes in technology and consumers’ prefer¬ 
ences are continually occurring, and these changes produce continuous 
variations in the marginal product of labor and in the rate of wages. 

In the actual business world, therefore, the wage of labor never equals 
the value of its marginal physical product, nor does it even equal the 
marginal revenue product of labor in particular firms. There is, however, 
a tendency for the wage of labor in particular firms to equal its marginal 
revenue productivity. 13 It is, at best, only a tendency, difficult to estab¬ 
lish by empirical or statistical investigation; for the relative fixity of 
capital postpones adjustments until many years after a change in relative 
factor prices occurs, and the continual fluctuations induced in demand 
and supply of labor by dynamic factors obscure the actual adjusting 
movements that do occur. 

Thus, it is quite consistent with marginal productivity doctrine to 
contend on the one hand that there is a tendency for wages to be equated 
to marginal revenue product, and on the other hand to concede that a 
wage increase may have no observable effect upon employment. Indeed, 

18 Except for situations in which exploitation attributable to a rising supply curve 
for labor and other factors exists. These situations are examined in detail in Chap¬ 
ter 13. 
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this is probably the position of many intelligent union leaders. They may 
be led to admit—though in less technical language than is utilized by the 
marginal productivity theorists—that employers try not to pay labor 
more than its worth to them. But, they argue, a wage increase today will 
show its full effect, if at all, only years hence. The union leader who wants 
to retain the allegiance of his followers cannot realistically take into ac¬ 
count what will happen so many years in the future. 

Moreover, there may actually be no change in employment! There 
are many intervening steps before a wage increase is converted into a 
price increase and curtailment of employment. A wage increase may not 
even increase unit labor cost if there is a concomitant increase in volume 
of production or in productivity of labor due to other causes. If unit labor 
cost is affected, it will produce only a small percentage rise in total costs 
because labor costs are normally less than 30 per cent of total costs. A 
10 per cent wage increase will raise total costs only 2 per cent if labor 
costs are 20 per cent of total costs. Even if total cost increases as a conse¬ 
quence of the wage rise, there may be no curtailment of output and em¬ 
ployment if demand also increases. In an economy which is subject to 
cyclical, seasonal, and secular changes in demand, it is understandable 
why the average union leader is dubious as to whether wage increases have 
any perceptible influence on employment. 

Marginal productivity tendencies can show their full effect only if 
“other things remain equal.” That was the purpose of our highly artificial 
example. But the mere fact that “other things” do not remain equal in 
reality does not mean that marginal productivity influences are not oper¬ 
ative. The tendency of employers to pay labor in accordance with its 
marginal revenue productivity remains an important factor shaping wage 
and employment policies. 

Marginal productivity merely determines the demand for labor. It 
does not determine the level of wage rates any more than consumers’ 
demand, by itself, fixes the price of automobiles. The equilibrium level 
of wages in our hypothetical example was determined by the intersection 
of the demand for labor and of a supply of labor which was assumed fixed. 
The actual level of market wages is determined either by the interaction 
of supply and demand in a free market, or by arbitrary government ac¬ 
tion, or by union control. Whatever the level of wage rates which is set in 
the market, the demand curve for labor will determine the volume of em¬ 
ployment at the given wage. Consequently, the fact that unemployment 
has been a common phenomenon in our economy does not mean that the 
marginal productivity theory is wrong. Marginal productivity theorists 
would say it may simply indicate that the real wage of labor has been 
set too high to insure full employment. 

Marginal productivity equilibrium relies, as we have seen, upon the 
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existence of conditions which are not met in the actual labor market. 
Actual industrial conditions display a good deal of flexibility in the 
relationships between wages, prices, and employment which is far re¬ 
moved from the precise relationships assumed in our hypothetical ex¬ 
ample. In the next chapter, we shall consider the effect which union rules 
and regulations may have in producing an area of indeterminateness in 
wage-employment relationships in particular firms. 



12 

Union Rules and Wage Relationships 1 


The essentials of marginal productivity theory were formulated in an 
era in which the free labor market predominated. When it became appar¬ 
ent that union organization had a definite effect on the wage level, mar¬ 
ginal productivity theorists conceded that union bargaining power deter¬ 
mined wage levels, but maintained that marginal productivity principles 
still controlled the volume of employment. Thus the great weight of 
economic doctrine, both here and abroad, reduced to the proposition that 
wage increases were detrimental to labor’s welfare, since their ultimate 
effect was to reduce the volume of employment. It appeared as if the 
wages fund doctrine had been dressed up in new guise and placed as a 
stumbling block in the path of labor’s struggle for higher living standards. 

Union leaders, however, were not impressed by the warnings of eco¬ 
nomic theorists. Union membership boomed. From a weak and hesitant 
3 million at the depth of the great depression, union organization had 
grown by 1946 to approximately 15 million strong, 2 rambling into office 
and factory, including among its converts teachers, department store 
clerks, farm laborers, newspaper writers, and government employees. 
This rise in membership has been matched by a widening of the scope of 
union rules and regulations which were discussed in Chapter 6. These 
union rules obviously have an important bearing on the ability of the 
individual entrepreneur freely to combine the factors of production; yet 
basic wage doctrine on the whole has accorded them inadequate con¬ 
sideration. For example, such union devices as dismissal wages, seniority 
provisions, make-work rules, and the like are often considered only as 
“union policies” with little attempt to analyze the significance of their 
impact on the determination of wage-employment equilibria in the indi¬ 
vidual firm. 

Since union policies and regulations have already been considered at 
some length, we shall be concerned here not so much with their substance 
and motivation as with their effect upon factor combination and the 

1 Acknowledgement is made to The Macmillan Company, publishers of Insights 
into Labor Issues (New York, 1948, ed. by R. A. Lester and J. Shister) for permission 
to reprint portions of the essay on “ Unionism and the Marginal Productivity Theory,” 
contributed to that volume by Nathan Belfer and Gordon P. Bloom. 

2 U. S. Bureau of Iiabor Statistics, Directory of Labor Unions in the United States, 
Bulletin No . 901 (May 1947), p. 1. 
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measurement of individual productivities in the business enterprise. Con¬ 
sideration of this problem at this point will prove a useful transition be¬ 
tween the foregoing discussion of marginal productivity theory and the 
discussion of wage changes and employment which follows in Chapter 15. 
For the impact of union wage demands on the volume of employment 
must be viewed not against the abstract geometry of theory, but rather 
in the complex setting of modem industrial organization in which union 
regulations play a prominent role. 

The Problem of Remuneration of Non-homogeneous Units 

of Labor 

One of the central problems in economic theory is the explanation 
of the means by which our economic society determines the worth to it 
of its individual constituents—how its values, for example, the labor of 
welder Jones, or bricklayer Smith. The marginal productivity theory, 
which we have examined in preceding sections of this chapter, was not 
primarily intended to deal with the problem of remuneration of particu¬ 
lar individuals in the labor market. Its basic purpose is the explanation 
of the forces determining the compensation of groups of homogeneous 
units of a factor, and of the changes in employment of such a factor. Once 
we drop the assumption that the units of labor are homogeneous, there¬ 
fore, we no longer can operate within the strict confines of the marginal 
productivity theory. Indeed, if the laborers in a given trade are not of 
equal efficiency, then strictly speaking they have no marginal product. 
“We cannot tell what would be the difference to the product if one 
man were removed from employment; for it all depends which man is 
removed/ 73 

While the individuals who constitute the labor force differ consider¬ 
ably in their productive efficiency, fortunately for economic theory the 
services of most of them are not unique. As a consequence, the services 
of labor of various sorts can be arranged in sequence from that of the 
lowest paid common laborer to the most highly trained artisan and it will 
be found that each can be replaced to some extent by the worker or work¬ 
ers directly below him in order of efficiency. Because of this substitutabil¬ 
ity of one type of labor for another, the range within which a given work¬ 
er^ wage will be set can be determined with considerable precision. If we 
treat each man as a separate “factor/ 7 then his “internal marginal 
product 77 will be the difference which would be made to the total product 
of the firm in which he is employed if his labor were removed. 4 This limit 
will set the maximum wage he can demand. On the other hand, his “ex¬ 
ternal marginal product 77 is his productivity in the use which just does 

* J. R. Hicks, Theory of Wages (London, Macmillan and Company, 1932), p. 28. 

4 J. R. Hicks, Theory of Wages (London, Macmillan and Company, 1932), p. 28^ 
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not pay—in other words, if the rate were slightly lower, some other em¬ 
ployer would be willing to employ him. The external marginal product 
will tend to equal the highest bid which is not satisfied and this will set 
the lower limit to the worker’s wage. If the worker demands a wage higher 
than his internal marginal product, his employer will dismiss him, since 
his cost to the firm at the higher rate would exceed the value of his con¬ 
tribution to the revenues of the firm. If, however, the employer seeks to 
reduce the worker’s wage below his external marginal product, the worker 
will be induced to take a job with other employers. Somewhere between 
these two limits the actual wage rate will be determined by the process 
of bargaining. 

Now in the case of a unique singer who has no ready substitutes the 
margin between the internal and external marginal product may be con¬ 
siderable. But in the case of the ordinary employee, the difference between 
the two margins will be insignificant. Since the units of labor are sub¬ 
stitutable the one for the other, a worker cannot be paid more than the 
man who stands next above him in order of efficiency, nor can he be paid 
less than the man who stands next below him. Another possibility of 
substitution is afforded by the fact that the employer may prefer to use 
a less efficient man at a much lower wage, rather than a more efficient 
worker at a higher wage. 

Thus, with the possible exception of men with unique abilities, the 
wage which particular workers will receive in the free labor market can 
be determined within narrow' limits. On the whole, the more efficient 
workers will command extra rew r ards proportionate to their productive 
superiority. This differential in compensation can be explained by con¬ 
verting services of varying efficiencies into uniform “efficiency units.” 
Then the man who contributes twice as many efficiency units as his less 
efficient co-worker will be paid twice as much in w^ages. The marginal 
productivity theory explains the value of the basic efficiency unit; the 
theory of differential rents explains the excess in compensation which is 
paid to the more efficient worker. 

What bearing does union organization have upon this problem? The 
correspondence of a worker's wage wfith his individual contribution to the 
firm will depend upon the ability of the employer to determine the eco¬ 
nomic contribution of the employee. This presupposes that the employer 
can hire and fire at will, rearrange job classifications, change men from 
one position to another, and generally substitute freely the combinations 
of labor and capital w r ithin the firm. So long as these means of adjustment 
are the prerogative of management, a fairly close correspondence is prob¬ 
ably achieved between wage and individual productivity. To some extent, 
the degree of such correspondence is probably a function of the size of 
the firm. In large corporations, the custom of paying a standard rate for 
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workers of a general class or type has been necessitated by the impracti¬ 
cability of any other system where large numbers of workers are involved. 
In small firms, however, this is less true, and it was frequently the prac¬ 
tice, before union organization, to pay higher wages or bonuses to the 
men who proved to be most efficient. 

The advent of unionism, however, has altered this picture in a signifi¬ 
cant fashion. The detailed provisions of collective bargaining agreements 
now guarantee safeguards to employees which formerly were prerogatives 
of the employer. No longer is control of speed of output, job classifica¬ 
tions, and hiring and firing the unrestricted privilege of management. 
As a consequence, in plants where unions are strongly entrenched, the 
various workers are not freely substitutable and the comparative efficien¬ 
cies of individual workmen may be difficult to ascertain even if they could 
have been without unionism. 

Types of Union Rules 

Union rules and regulations are of various kinds and have varying 
significance for the theory of wage-employment relationships within the 
individual firm: 

1. Almost all union rules have the ultimate effect of making the use 
of labor more expensive to the employer, but some, while having this 
result, do not at the same time affect either its substitutability or the ease 
of measurement of its efficiency. For example, in some cities, the printing 
pressmen’s union requires that three workers man a printing press. 6 This 
rule may prove expensive, if, in fact, two men could handle the press. 
But it does not prevent the employer from replacing the existing equip¬ 
ment with a much faster press involving a larger capital expenditure. Nor 
does it prevent him from determining how many labor hours are expended 
in turning out a given number of product units. 

But some union rules make it more difficult for the employer to meas¬ 
ure the performance of individual workers. Many unions have a tradi¬ 
tional fear of time study and stop-watch methods inherited from past 
experience with employers who used these methods in furtherance of a 
policy of cutting piece rates and speeding up the pace of work. Some 
unions have thrown off this fear to the extent that they now utilize time 
study themselves. For example, the International Ladies Garment Work¬ 
ers’ Union has been particularly interested in using time study as a part 
of a program of cooperation with management to reduce costs. However, 
unions in a number of industries still actively oppose the use of time study. 
The International Photo-Engravers’ Union has been encouraging the in¬ 
troduction of reliable cost accounting systems by its employers, but at 

6 S. H. Slichter, Union Policies and Industrial Management (Washington Brook¬ 
ings Institution, 1941), p. 185. ' 
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the same time it has insisted that these systems shall not be used to keep 
track of how long each worker spends on each job. 6 The Chicago Painters 
Union prohibits the use of detailed time sheets which would enable the 
employer to keep track of the time spent on different parts of the job. 7 
The Cleveland plumbers local has gone so far as to forbid any member to 
punch a time clock! 8 It is apparent that where such rules are strictly 
enforced, it becomes difficult for the employer to determine the relative 
efficiencies of individual employees. Indeed this is the very purpose of the 
union restriction. 

2. Some union rules have the effect of restricting the interchange- 
ability of employees in a given work force. Seniority plans—which will be 
considered in detail below—may restrict the ability of the employer to 
switch employees from one job to another, particularly where seniority 
is set up on a departmental basis. Another union rule which has a similar 
effect is the notion of “job rights” in a particular type of work. The 
railroad unions, for example, have been attempting to establish the prin¬ 
ciple that each and every piece of work in railroad operation, no matter 
how minute, belongs to some particular class of employee and is in effect 
owned by that class. The result is that management cannot decide what 
labor could perform the particular work most efficiently, but must call 
a member of the craft which “owns” the work. 9 If this notion were carried 
to its logical extreme so that particular employees were held to have 
vested interests in certain jobs, which other workers w r ould be forbidden 
to do, the degree of substitutability between workers of the same broad 
type of skill would be materially reduced. The result would be that each 
worker would be placed in a position somewhat akin to that of a monopo¬ 
list—“he has to look out for substitutes, but they give him a certain 
amount of elbow room.” 10 Thus, a strong union which carried the notion 
of vested job rights to its extreme could in effect produce a result similar 
to that in which individual workmen are endowed with unique abilities. 
In both cases, the range within which the w r age of the individual may vary 
is broadened. 

3. Another type of rule renders it more difficult or more expensive to 
replace labor by machinery and thus reduces the degree of substitutabil¬ 
ity between capital and labor. The requirement of dismissal wage com- 


8 8. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), p. 176. 

7 R. E. Montgomery, Industrial Relations in the Chicago Building Trades (Chicago, 
University of Chicago Press, 1927), pp. 163-164. 

8 S. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), p. 176. 

9 S. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), p. 195. 

10 J. R. Hicks, Theory of Wages (London, Macmillan and Company, 1932), p. 33. 
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pensation to all workers displaced by labor-saving technology is an exam¬ 
ple of this type of rule, and will be considered in detail in the following 
discussion. Similarly a union may restrict substitution of capital for labor 
by imposing high piece rates or output limitations on new machinery, 
thus making its operation unprofitable. The flint glass workers, for ex¬ 
ample, were able to restrict the introduction of one of the early glass 
bottle-making machines by a rule limiting output on it so that the cost 
of operation by the machine would be the same as by hand. 11 

In the following pages we shall consider a number of union policies 
and rules which fall within one or more of these three categories. It will 
be found that these union regulations impose important restrictions on 
the discretion of the employer in the area of wage-employment relation¬ 
ships. An understanding of their impact is a necessary prerequisite to 
consideration of the effect of union wage pressure upon employment. 

Union Rules and Regulations 

Seniority Provisions 

Institution of a system of seniority assures three important “securi¬ 
ties” to the employee: security from the caprice of foremen as regards 
promotion; security from unemployment through arbitrary discharge; 
and security for the older employee against discriminatory layoff based 
on age. While seniority plans may inspire dissatisfaction among more 
efficient and ambitious workmen, if wisely administered they may well 
have a salutary effect upon production; for consideration of seniority 
may lengthen a man’s service in industry, reduce labor turnover, and 
inspire loyalty to the firm. At the same time, however, by the very em¬ 
phasis upon length of service, seniority plans introduce into wage-em¬ 
ployment relationships a consideration extraneous to strict productivity 
principles, unless, of course, there is a direct ratio between length of 
service and productivity which is not likely as a general rule. 

1. In the first place, there is the obvious fact that management can¬ 
not advance a man and increase his pay simply on the basis of his produc¬ 
tive ability alone. If A works harder, learns faster, spoils fewer pieces, and 
is generally quicker and more alert about his duties than B, a fair wage 
structure might reward A for his superior efficiency. If both were 
originally employed at the same job, then A might be first to receive 
advancement to a higher paying position where his efficiency will be 
more adequately remunerated. If, however, B has the longer service and 
is of average efficiency, the usual seniority provision will compel manage¬ 
ment to reward him rather than A. 

11 G. Barnett, Chapters on Machinery and Labor (Cambridge, Harvard University 
Press, 1926), pp. 73-74. 
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However, seniority does not necessarily imply a major departure from 
the principle of remuneration in proportion to efficiency; for the new posi¬ 
tion will involve new duties and increased responsibilities. If B possesses 
average ability, he will be able to perform these new tasks and therefore 
his value to the firm will rise in accordance with his increased remunera¬ 
tion. As far as its effect upon promotion and increase in rates is concerned, 
seniority does not constitute a serious qualification of strict productivity 
principles for: (a) longer service ordinarily implies greater knowledge and 
greater efficiency, although not in direct ratio; (b) longer service is rarely 
associated with a decrease in knowledge and ability (except where age 
becomes debilitating) and therefore length of service is, in effect, a rough 
measurement of efficiency; (c) other measures of efficiency are equally 
rough; (d) since seniority rarely substitutes, but more often supplements, 
the considerations upon which increases in pay and promotion are based, 
the actual determination of wage rates which results under an intelligent 
system of seniority is probably not much different from that which 
would emerge if productive considerations alone were the basis of the 
calculation. 

2. A second aspect of seniority rules and regulations, however, poses 
a more serious problem. This is the fact that seniority plans, particularly 
when they are based on the shop as a unit, interfere with the employer’s 
ability freely to move workers from one job to another and thus shroud 
in doubt the efficiency of the individual workmen. Indeed, even the mar¬ 
ginal contribution of a class of workers—say, of welders—may be ex¬ 
tremely difficult to ascertain where the class is midway down the seniority 
list and the union rule requires that when layoffs are made for any reason, 
employees with the least seniority must be laid off first. For, if as part of 
a general reshuffling of production, the employer wants to lay off the 
welders, he may find that he must first lay off his maintenance men, then 
his machinists, and so on before he can get to this class. The resulting de¬ 
crease in production, therefore, would afford no indication of the produc¬ 
tivity of the welders, but rather of the string of dislocations produced by 
the union custom of “bumping.” 

A primary difficulty to be encountered in the setting up of a seniority 
system in a company is the selection of the proper unit—company-wide, 
plant, or department—as the basis for seniority operation. If plant-wide 
“bumping” is allowed, the problems of marginal productivity determina¬ 
tion are probably magnified. Under such a procedure, when a man is laid 
off in the fender section, he can bump a man with less seniority in the 
wheel section, and so on down the line. The resultant loss in production 
and efficiency attributable to the discharge of the first worker is likely to 
be much greater than that which would occur in a plant without seniority. 
This is a fact of considerable significance, for layoffs in slack periods are 
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one of the means by which employers are able to gain some notion of the 
value to the organization of marginal employees. To be sure, seniority 
plans can be devised which will not substantially interfere with the em¬ 
ployer's ability to rearrange his working force, but in actual practice, the 
type of plan which is adopted is more likely to depend upon considera¬ 
tions of union politics than upon a concern for the employer's inclination 
to experiment with marginal productivity determination. 

Of course, the occasion will be rare in which an employer intentionally 
withdraws a particular worker or class of workers from a job with the sole 
purpose in mind of ascertaining the value of their net contribution to 
output. Nevertheless, employers do gain some idea of individual efficien¬ 
cies and class productivities by ordinary routine shuffling of job assign¬ 
ments and through day-to-day reorganization of shop practice. Union 
rules regarding “speed-up,” job classifications, and seniority probably 
restrict the employer’s freedom in such practices and thus not only make 
more difficult the attainment of the most efficient combination of the 
factors, but also introduce a larger degree of indeterminacy into the ap¬ 
plication of productivity principles in actual business life. 

Union Rules Requiring Retention on Payroll 
of Excess Men 

The musicians’ union requires a standby crew on a recorded broad¬ 
cast. It dictates both the wage to be paid and the number of men who 
must be hired. Does the wage paid these men equal their marginal con¬ 
tributions to broadcaster revenues? It is obvious that their real value 
consists in the insurance they provide against a strike which would seri¬ 
ously reduce revenues. Then how far can the union push the wages of 
standby crews? And how many men can it require studios to hire to do 
nothing? 

Practices of this nature—commonly referred to as “featherbedding” 
—are met with especially in the building and amusement trades. They 
indicate another way in which unionism introduces into the wage structure 
criteria of remuneration which depart from the principle of reward in 
proportion to productivity. Such practices raise the cost of labor and, at 
some level of wage rates, the broadcasters will refuse to accede to the 
union demands and will risk a strike. But this limit is much more nebulous 
than the limit ordinarily operative in marginal productivity determina¬ 
tion. It is far easier to calculate the additions to cost and revenue inci¬ 
dental to the employment of one more man in a factory than to estimate 
the loss of business which will result from a strike called because of the 
dismissal of one man on a standby crew. To be sure, the broadcasters may 
compensate for the higher costs by raising rates for broadcasting time. 
But if advertisers react to the higher rates by reducing the amount of 
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broadcasting time demanded, it is doubtful whether broadcasters would 
be able to contract their employment of labor accordingly; for the very 
fact that unnecessary standby crews are employed indicates that the 
number of men employed is not a simple function of cost and productiv¬ 
ity, but rather of the strength of the union and the aggressiveness of its 
officers. 

Thus we have here another example of the indeterminateness which in 
particular situations is either created, or substantially augmented by the 
influence of union rules and regulations. A somewhat similar effect is 
produced by full-crew laws and other union regulations requiring pay¬ 
ment for extra men. Marginal productivity principles are operative as a 
tendency here as elsewhere, but the strength of union organization may 
have widened the limits within which wage rates can be altered without 
significantly affecting employment. Of course, some indeterminateness 
exists even in the absence of union organization; for the principles of 
marginal productivity operate only as a tendency, not as a precise regu¬ 
lator. It seems likely, however, that the great growth of union organiza¬ 
tion and the concurrent spread of union rules throughout the fabric of 
industry has lent new significance to the range of indeterminateness in 
wage-employment equilibrium. 

Dismissal Wage 

Union leaders view the dismissal wage not only as a crutch to assist 
the displaced worker during a period of unemployment, but also as a club 
to compel management to minimize displacement of labor. As stated by 
the President of the Congress of Industrial Organizations, “The objective, 
of course, primarily is not to provide dismissal wages to displaced work¬ 
ers, but to compel industry to keep workers on the payroll by planning 
the introduction of technology, so that industry will not have to pay the 
dismissal wages and workers are not displaced.” 12 A program of dismissal 
wages raises the cost of technological change to employers, particularly 
during periods of depression when it may be difficult to absorb displaced 
workers in other operations in the plant. By attaching an expense to 
technological improvement, the requirement of dismissal compensation 
reduces the substitutability of capital for labor. 

The dismissal wage is a means of making unemployment costly to the 
employer. The very process of adjustment to higher costs on the part of 
the employer will impose additional costs upon him. The dismissal wage, 
therefore, adds an additional factor to be considered in marginal produc¬ 
tivity analysis. The amount of the potential dismissal compensation can 
be thought of either as an addition to the cost of employing a man, or as 

M Philip Murray, Technological Unemployment , United Steelworkers Publication 
No. 3 (Pittsburgh, United Steelworkers, 1940), p. 39. 
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a deduction from his net revenue productivity. Thus, in a plant where 
dismissal wage plans are in effect, the employer, in hiring a man, will take 
into account the chance that he may ultimately have to lay him off and 
pay him a dismissal wage. Similarly, whenever he considers firing a man, 
he will take into account the dismissal wage and the chance that the size 
of the work force may have to be increased in the future. Obviously, it 
will not pay an employer to lay off workmen and give them dismissal 
compensation if he anticipates that he may have to rehire them in the 
near future. The possibility of saving payment of the dismissal wage 
can be thought of as reducing the cost of keeping men on the payroll dur¬ 
ing the intervening period of slack demand. Thus dismissal compensation 
would not only encourage employers to plan their technological changes 
in such ways as to produce a minimum of dislocation, but it would also 
tend to iron out short-term fluctuations in employment. 

To date, dismissal compensation has been applied only to displace¬ 
ment of labor which is attributable to technological change or to a more 
or less permanent decline in demand due to changed consumer prefer¬ 
ences. If, however, unions succeed in broadening its scope so as to apply 
it to any type of unemployment—even to that resulting directly from 
increases in labor costs—then an interesting situation would develop with 
regard to wage-employment equilibrium in the firm. Assume that a com¬ 
pany has such a broad dismissal wage plan in force, and that the union 
secures a large wage increase. The employer is now confronted with a situ¬ 
ation in which maintenance of the same volume of employment, has be¬ 
come more costly, but reduction in the size of the work force, while 
cutting one kind of wage cost, would add another. This dilemma may 
encourage the employer to seek other ways of reducing costs, rather than 
to take the course of reducing payroll through a reduction in the work 
force. Thus it may be found possible to eliminate wastes in use of ma¬ 
terials, plant space, and other factors so it will not be necessary to raise 
prices at all. However, this presupposes a backlog of inefficiency which 
cannot be postulated as a general condition. In the normal case, the union 
wage increase will produce an increase in prices but, because of the dis¬ 
missal wage requirement, employment will not be reduced by the full 
amount which would have occurred had there been no such plan in effect. 

Thus, the existence of a dismissal wage requirement produces a range 
of indeterminateness in wage-employment determination. In effect, it 
raises the upper limit to which, in given circumstances in the short run, 
the wage can be increased without altering the volume of employment. 
The number of layoffs which will result from a wage increase will depend 
upon the size of the wage adjustment, the elasticity of demand for the 
product, the degree to which this form of labor can be substituted by 
capital, the relation of labor costs to total costs, the size of the dismissal 
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wage, and the length of time for which the changed cost-price situation is 
expected to prevail. 18 The larger the dismissal wage and the shorter the 
period for which the changed cost-price situation is expected to prevail, 14 
the greater will be the inducement to the employer to retain employees 
on his payroll. Since the men have become more expensive to the employer 
whether they are employed or unemployed, it is only logical that the em¬ 
ployer should choose to get some work performed for the increased cost. 
Thus, from the point of view of the individual workers concerned, the 
dismissal wage has the effect of making the short-run demand curve for 
labor inelastic. 

The dismissal wage has merit as a means of controlling the rate of 
technological change. When the social cost of lost skills, abandoned towns, 
poverty, and degradation is taken into account in the balance sheet of 
technological progress, it is possible that the unrestricted substitution of 
machinery for labor has produced a rate of progress in excess of what 
might be regarded as the optimum rate for the community. In so far as a 
dismissal wage compels employers to adopt a rational plan of technolog¬ 
ical improvement with a view to minimizing the disturbance to employ¬ 
ment, and further compels them to assist the men displaced during the 
transition period, it simply distributes to management a fair share of the 
burden of the social cost of change. But where, as in the case just exam¬ 
ined, the dismissal wage is associated not with technological progress, but 
simply with a union wage increase, the same justification for the dismissal 
wage is not applicable. In the latter case, the effect of the dismissal wage 
is to make it costly for the employer to discharge workers and to adjust 
his operations to the new union-imposed cost conditions. 

The Guaranteed Annual Wage 

Under the typical annual wage plan, the wages bill becomes a fixed 
cost, which can be computed in advance with the same degree of exact¬ 
ness as rent, taxes on property, interest, depreciation charges, etc. Out¬ 
put and efficiency may vary, but the wage bill is fixed and predetermined. 
Ascertainment by the employer of the individual efficiencies of employees 
constituting the basic work force becomes difficult under such conditions. 
He loses the freedom to fire and hire workers at will. Under the terms of 
the union agreement, he has agreed to provide a given amount of employ¬ 
ment during the year for a given number of men. 


18 Thus unionism adds here at least two new factors to the four conditions which 
Marshall enumerated as determining the elasticity of demand for labor. See Alfred 
Marshall, Principles of Economics , 8th ed. (London, Macmillan and Company, 1947), 
pp. 384-387. 

14 Assuming that anticipated future cost-price changes will be such as to require 
an expansion of the work force. 
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The guaranteed employment and annual wage agreement introduces 
a unique monopoly situation. The traditional monopoly of theory sets 
price at the level which it expects will yield maximum profits. The mo¬ 
nopoly cannot force consumers to purchase more than they wish to ac¬ 
quire at that price of their own free choice. The union, however, controls 
not only the price, but also the quantity of labor it will offer. If the trade 
union is more powerful than the employer, it can force him to hire more 
workers than he might wish to employ at the quoted wage rate. The 
strong union can face the employer with two alternatives: hire x workers 
or no workers at all. If the union offer allows the employer some profit, he 
may find it economical to accept it. Otherwise, he would have to go out 
of business entirely. Thus the union, through its monopoly control over 
price and quantity of labor, absorbs part of the employer's profit. Theo¬ 
retically, a powerful union could increase its guaranteed wage bill until 
>the employer's total cost is only slightly less than his total revenue. 16 In 
actual practice, however, both the annual guaranteed wage and employ¬ 
ment figure have thus far been set at modest levels, but whether this 
will be so in the future is uncertain. 

The guaranteed employment and annual wage plan introduces a con¬ 
siderable degree of inflexibility into the wage-employment relationship, 
at least as far as the employees who are included in the basic work force. 
Since, however, at the present stage of development, such plans have 
usually included less than the total labor force associated with an enter¬ 
prise, the employment opportunities of the unfortunate fringe of workers 
who are not covered by the plan may actually be subjected to exagger¬ 
ated fluctuation. For these workers, employment will vary directly with 
changing conditions of demand; employers will attempt to limit the bene¬ 
fit of the plan to the smallest number of men who can be kept fully occu¬ 
pied over the year, leaving the full brunt of unpredictable fluctuations in 
demand fall upon the fringe labor force. Thus a guaranteed employment 
plan may favor employed workers at the expense of unemployed workers. 
A firm may have employed 100 workers for an average of 40 weeks a year 
each. The union negotiates a contract requiring the employer to guarantee 
50 weeks of work a year to 80 employees. The workers covered by the 
plan gain to the detriment of the 20 employees who are now excluded 
from employment by this employer. 

In view of the likelihood that these plans may find increased adoption 
by industry in the future, it is important to recognize that they imply a 
change in the mechanism by which wage-employment equilibrium is 
normally established. Until recently, union bargaining power has been 

16 For a diagrammatic analysis of the effects of the annual wage, see Wassily 
Leontieff, “The Pure Theory of the Guaranteed Wage Contract,” Journal of Political 
Economy , 54:76-79 (1946). 
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directed only at setting the wage rate high, leaving the number of men 
to be employed at that rate to the discretion of the employer. But under 
a full-fledged annual wage plan, enforced by a strong union, collective 
bargaining would determine not only the wage level but also the volume 
of employment in the plant. 

The Nature of Union Wage Pressure 

In addition to union rules, the very nature of union wage demands 
and wage policies restricts the discretion of the employer in his remunera¬ 
tion of labor for its services. Thus, the general acceptance of across-the- 
board wage adjustments and union preference for time pay have rendered 
more difficult the payment of the individual worker in accordance with 
his personal contribution to the revenues of the firm. 

The General Wage Increase 

General wage increases extending equally to all employees have long 
been common in industry because they lend themselves well to large 
establishments, create fewef economic grievances, and do not disrupt job 
valuations. The pattern of uniform wage increases seems well established 
today . 16 Unions favor uniform general wage increases because they con¬ 
form to the union policy of “ getting something for everybody ” and be¬ 
cause wage increases which vary in accordance with “merit”—or some 
other immeasurable intangible—breed petty jealousies with consequent 
disruption of union morale. 

The general wage adjustment raises interesting problems for the the¬ 
ory of individual worker remuneration. If we view the individual work¬ 
man as contributing a certain number of efficiency units of labor which 
are rewarded by the employer in accordance with the additional value 
they impart to the revenues of the firm, then an efficient worker who 
contributes twice as many efficiency units as a co-worker should receive 
twice the pay of the latter. On the wffiole, such a theory affords a satis¬ 
factory explanation of the derivation of rates of pay in an organized plant 
where payment is made by the piece. However, where hourly rates are in 
effect, union requirements that the rate of pay for a particular job be 
uniform throughout the plant and that w r age adjustments be general so 
as to maintain this uniformity make it almost impossible for the employer 
to pay each worker in accordance w T ith his individual efficiency. 

Given a normal distribution of abilities in a particular job classifica¬ 
tion, it would seem that an equitable w T age structure should evidence a 
parallel distribution of rates of pay. However, if such variation exists 


*• F. H. Harbison, “Some Reflections on a Theory of Labor-Management Rela¬ 
tione,” Journal of Political Economy, 64:4 (1946). 
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prior to unionization, 17 union policy is likely to iron out the difference in 
rates, usually by raising all rates to the level of the highest. In such a 
case, the most efficient workers are exploited, not through any loss in 
deserved increase in pay, but rather by a decrease in working opportuni¬ 
ties (and therefore in income) as a consequence of the reduction in total 
output which is likely to follow upon the price increases induced by wage 
increases of this kind. Furthermore, if the productivity of an efficient 
man increases, he cannot be fully compensated for it, because a rise in his 
rate of pay would have to be duplicated for less efficient workers as well. 18 

While union pressure is likely to raise the average rate of wages pre¬ 
vailing in a plant, the implication is that the disparity of rates between 
efficient and inefficient worker is narrowed. As a result of the necessity 
for uniform general wage adjustments, payment of rates in accordance 
with individual efficiencies becomes impossible. Instead the employer is 
likely to attempt to equate the average wage of a particular class of em¬ 
ployees with its average group efficiency. While this would seem to imply 
that the inefficient workers gain at the expense of the efficient, it should 
be remembered that union rules regarding Speed of work tend to even 
out actual efficiencies, regardless of what the natural abilities of the work¬ 
ers concerned may be. For example, an agreement of a lathers union in 
Chicago provided that 90 yards of plaster board is to be considered a fair 
day's work. 19 Presumably this limit is observed by the faster as well as 
the slower workers. 

Whether the general wage adjustment is a salutary wage practice is 
subject to debate. At first glance, it appears that maximization of produc¬ 
tion could best be achieved by individual wage increases based upon 
merit, which would offer the greatest incentive to efficiency. But it must 
be remembered that measurement of individual efficiency and calculation 
of the marginal contribution of factors in the complex of modern industry 
is no easy matter. 20 Despite time studies and industrial rationalization, a 
worker’s ability, conscientiousness, and effort are still largely immeasur¬ 
able attributes which all too easily can be twisted by foremen to advance 
their own favorites. Hence many union leaders maintain that any decline 

17 In many cases it will not. The desire to simplify the wage structure may already 
have moved management to establish uniformity of rates prior to unionization in 
which case the advent of unionism serves simply to solidify the status quo. 

18 In other words, unionization makes the supply curve of labor units supplied by 
efficient workers inelastic to the employer. Cf. Paul Douglas, The Theory of Wages 
(New York, The Macmillan Company, 1934), pp. 251 ft. 

19 U. S. Bureau of Labor Statistics, Trade Agreements , 1923 and 1924 , Bulletin 
No. 393, p. 33; S. II. Slichter, Union Policies and Industrial Management (Washington, 
Brookings Institution, 1941), p. 170. 

20 See R. A. Lester, “ Shortcomings of Marginal Analysis for Wage-Employment 
Problems/’ American Economic Review , 36:72 ff. (1946); and The Economics of Labor 
(New York, The Macmillan Company, 1941), pp. 174-184. 
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in production associated with a loss of incentive is more than offset by the 
increased output attributable to improved morale. 

Union Preference for Time Pay 

In industries in which union preference for time work has eliminated 
incentives, the degree of correspondence between compensation and 
individual efficiency is mixed. On the one hand, time pay is less suited 
than piece pay to produce a wage structure corresponding to individual 
abilities. Piece pay measures output; time pay measures only time. Em¬ 
ployers have recognized the desirability of wage differentials reflecting 
the distribution of abilities and have frequently recommended to unions 
on time pay that they divide their members into classes on the basis of 
ability and fix a separate rate for each class, instead of setting a single 
rate for all men engaged in the same kind of work. But unions, on the 
whole, 21 have rejected such proposals, and wisely so; for union officials 
entrusted with setting up such plans would find themselves objects of 
suspicion, accused of playing favorites among the membership. 

Of course, since some unions ordinarily set only a minimum rate for 
an hour’s or a day’s work at a particular job, there is no reason in theory 
why employers should not reward particularly efficient workers by pre¬ 
mium pay. However, employers are generally reluctant to pay such 
bonuses; they may feel that because of the union minimum they are 
compelled to pay more than the productivity wages to inefficient workers 
and therefore must compensate for this by paying less than the full pro¬ 
ductivity equivalent to the more efficient men. Thus union preference 
for time pay, although it may render productivity payment less exact 
for individual workers, does not preclude attainment of marginal produc¬ 
tivity equilibrium for the group. What emerges is a sort of “ average 
equilibrium’’ in which the standard union rate tends to equal the average 
marginal productivity for the group. Such average equilibria, of course, 
antedate unionism. The complexity of operating a company with several 
thousand workers makes it impossible to set wages varying according to 
individual ability. But unions, by extending the scope of time payment 
as compared with piece and incentive pay have thereby increased the 
relative importance of such average equilibria in the economy as a whole. 

On the other hand, union regulations may actually bring about a 
closer approximation between earnings and productivity even for work¬ 
ers paid by time. In the first place, variations in efficiency within the 
membership of most time-working unions are probably not as great as 
among non-union men in the same trade, because unions tend to attract 

21 Two unions in the building trades—the lathers and the woodcarvers—have 
adopted such plans. See D. McCabe, The Standard Rate in American Trade Uniom 
(Baltimore, Johns Hopkins Press, 1912), p. 95. 
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the better men and union entrance requirements tend to keep out the very 
inefficient. Moreover, as has already been mentioned, union rules which 
limit output and speed and prescribe the content of a “fair day’s work” 
tend to flatten out the curve of individual productivities, regardless of 
the native abilities of the men, so that in terms of actual effort expended, 
individual productivities and the standard union rate are brought into 
closer correspondence. 

In piece rate industries, even in the absence of union organization, the 
distribution of earnings will tend to approximate the distribution of abili¬ 
ties, but here too union regulations may actually increase the degree of 
correspondence between the two. For example, in the garment trades, 
union officials actively participate with management in setting piece rates 
and job standards. 22 Such union surveillance and regulation of piece rate 
work is likely to remove unfair differentials in rates between workers and 
secure better standardization of conditions so that actual earnings will 
more closely approximate individual abilities. 

Summary 

Unionism is a group movement. The union becomes the exclusive rep¬ 
resentative of the worker and the individual union member is no longer 
free to make his own wage bargains in the market. It is not surprising 
therefore that many union rules and regulations, since they represent the 
policy of the group as a whole, have a leveling effect upon the remunera¬ 
tion of the membership. Thus we have seen that the more efficient union 
workers may find that their superior abilities are less adequately compen¬ 
sated, both in terms of earnings and advancement, than if they were to 
sell their services in a free market. The leveling effect of union organiza¬ 
tion is also seen in the preference of the CIO for wage increases in cents 
per hour, rather than in flat percentages, the effect of the former being 
to raise the great mass of low-paid workers proportionately more than 
higher paid craftsmen and thus to narrow the relative differential in rates 
between the two. 

Union rules have another important effect which has been noted in 
the foregoing discussion. It seems possible that various union rules and 
regulations limiting the rate of substitution of machinery for labor and 
restricting the freedom of the employer to measure the contribution of 
labor to the output of the firm may produce a range of indeterminateness 
in the relationships between wage rates and employment. Because union¬ 
ism has more than a wage dimension, because it alters the nature of indus¬ 
trial organization and control, and often substitutes rules for entrepre- 


22 See K. Braun, Union-Management Cooperation (Washington, Brookings Institu¬ 
tion, 1947), p. 116 ff. 
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neurial discretion, it may be possible for unions, within limits, to raise the 
real wages of their membership without producing unemployment. 

The existence of a margin of uncertainty does not mean, however, that 
unions have discovered an inexhaustible pool which they can drain to 
the advantage of union labor. It is merely a margin of uncertainty, not 
an indefinite extendibility of an upper limit. Even if the volume of em¬ 
ployment is somewhat insulated from the effect of wage increases by 
reason of the influence of union rules, a wage increase will reduce business 
profits and this will have unfavorable repercussions upon the inducement 
to invest. Union rules may protect organized labor from the full brunt of 
short-run unemployment, but the level of long-run employment is still 
dependent upon the prospect of a satisfactory rate of profit. 





The Theory of Labor Exploitation 
and the Minimum Wage 1 


The preceding analysis has indicated that there is a tendency in the 
long run for the wage of labor in particular firms to equal its marginal 
revenue productivity—less because of adjustments of wage rates than be¬ 
cause of adjustments of employment. However, under certain conditions, 
a discrepancy can develop between the wage and the marginal product of 
particular groups of workers. In these circumstances, labor will be paid 
less than it is “worth” to the employer. Such cases are dealt with in the 
theory of exploitation. 

Unfortunately, the word exploitation has acquired ethical overtones 
which have encouraged its loose usage in discussions of labor problems. 
Exploitation has ceased to be a noun and has become a noise. That it has 
received such emotional content in its everyday usage is, however, no 
reason why economists should not be able to consider the problem as 
scientists and give the term a precise meaning, devoid of moral implica¬ 
tions. A scrutiny of the literature on the subject, however, reveals that 
“exploitation” is one of the most misused, ambiguous, and misunderstood 
terms in the economist’s vocabulary. For instance, some economists urge 
that minimum wage legislation be confined to low-wage areas on the 
theory that, because the laborers therein are being “exploited,” an arbi¬ 
trary rise in wage rates imposed on these employers will not produce un¬ 
employment. Actually low wages are no indication at all of exploitation; 
indeed, in its common form, there is rather more basis for presuming it 
to exist where wage rates are high. 2 

Such erroneous reasoning indicates the need for an understanding of 
the theory of exploitation as a prerequisite to intelligent public policy 
in the field of minimum wage legislation. Moreover, an examination of the 
theory of exploitation will afford the student an opportunity to apply 
the concepts and principles derived from the discussions of the previous 
three chapters. 

1 Acknowledgment is made to the Quarterly Journal of Economics for permission 
to reprint portions of this chapter which appeared in the article by G. Bloom, “A 
Reconsideration of the Theory of Exploitation/’ Quarterly Journal of Economics , 56 : 
413-442 (1941). 

* Since high wages are more likely to be indicative of a rising supply curve for 
labor. This situation will be discussed in the text. 
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In consideration of the problem of exploitation, we shall pursue the 
following procedure. We shall begin with a brief discussion of the Marxian 
conception of labor exploitation, so that the difference between the his¬ 
torical and present usage of the term will be clarified. We shall then pro¬ 
ceed with a definition of exploitation and with a restatement and more 
complete definition of marginal product and wage—two concepts which 
we have met in earlier chapters. Thus prepared, we shall inquire into the 
conditions under which it is likely that labor will receive less than its 
marginal revenue product—for it is this definition of exploitation which 
we shall adopt. Lastly, we shall consider the extent to which unions are 
effective in eradicating sources of labor exploitation. 

The Marxian Concept of Exploitation 

The concept of exploitation comes to the economist's vocabulary 
highly charged with political and sociological connotations derived from 
a long history of usage in social and economic polemics. Of major interest 
to the economist is the use made of the concept by Karl Marx in his 
famous critique of the capitalistic system, Das KapitaU Marx, the ideo¬ 
logical progenitor of Communist doctrine, was profoundly affected by the 
lot of the factory worker in the early nineteenth century in Europe. To 
him—as to many other socially minded observers at the time—it appeared 
as if the capitalistic system promised only increasing poverty and degra¬ 
dation for the toiling factory workers, while capitalistic entrepreneurs 
waxed rich on profits derived from the labor of women and children. At 
the same time, Marx was influenced by the classical theory of value, ac¬ 
cording to which the value of commodities depends upon the amount of 
labor expended upon their production. Socialist writers before Marx had 
used this doctrine as the basis for an assertion of the workers' “right to 
the whole produce of labor," and had treated the reward of the capitalists 
(rent, interest, and profits) as sheer exploitation, filched from the workers 
by means of the capitalists' social power. 4 Marx regarded labor power as 
a commodity, valued like other commodities. Because of its peculiar 
nature, labor was able to produce a surplus value which was appropriated 
by the capitalist. This surplus value is the measure of exploitation of the 
workers by the capitalists. 

Marx begins with the proposition that the exchange value of every 
commodity is measured by the amount of socially necessary labor time 6 

3 Karl Marx, Capital , translated by S. Moore and E. Aveling, 3 vol. (Chicago and 
London, Charles H. Kerr and Company, 1909). 

4 Encyclopaedia BrUannica t 1943 ed., vol. 14, p. 997. 

* The value of a product will not be increased if workers needlessly draw out the 
time spent in producing it. It is the amount of “socially necessary labor time” which 
is determinative. This is defined as labor of normal efficiency spent under normal 
conditions in consonance with the stage of productivity attained by general social 
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embodies in its production. Like other commodities, labor power itself 
has an exchange value and this is measured by the amount of socially 
necessary labor time needed to produce and reproduce labor power. In 
other words, the exchange value of labor power is determined by the 
amount of labor time required to produce the laborer’s means of sub¬ 
sistence. The capitalist uses labor power to produce commodities whose 
exchange value is then determined by the amount of labor time spent in 
manufacturing them. But this value will ordinarily be much greater than 
the exchange value of labor used in their production, so that a surplus 
remains for the capitalist. It may take 6 hours of work each day on the 
part of a laborer to produce the value of his subsistence, but the employer 
can use his labor for 12 hours. The last 6 hours are surplus labor time and 
produce a surplus value. 

The aim of the capitalist is to increase surplus value and thus increase 
the degree of exploitation of his labor force. There are two ways to increase 
the amount of surplus value: (1) by lengthening the working day; (2) 
by reducing the amount of time required to turn out the means of sub¬ 
sistence for the working class. The latter is accomplished through the 
use of machinery which increases the productivity of labor in those 
branches of production which turn out the means of subsistence for the 
working class. Thus the machine is simply the ally of the capitalist in his 
never-ending quest for more effective means of exploiting labor and ex¬ 
tracting a larger proportion of surplus value. 

Marx classifies business capital in two categories: constant capital, 
composed of raw material and means of production; and variable capital, 
which is the part spent on purchase of labor power. Only variable capital 
gives rise to surplus value, because, as we have seen, it is only the use of 
labor powder which can produce a surplus. The rate of surplus value is 
defined as the amount of surplus value divided by the variable capital. 
This rate, according to Marx, expresses the degree of exploitation of labor 
by capital. 6 

This theory, while superficially seeming to explain the then prevailing 
long working hours and depressed condition of the working class, is actu¬ 
ally full of contradictions and fails to explain reality. On the basis of the 
Marxian theory, the greater the variable capital or the number of work¬ 
ers, the greater will be the mass of surplus value, provided that the rate 
of exploitation remains the same. Therefore, one would expect that cap¬ 
italists would find it profitable to employ as large a number of workers 
as possible and would accordingly limit their expenditure on fixed capital. 
Actually business behavior is precisely the opposite. 

progress. See Karl Marx, Capital , translated by S. Moore and E. Aveling, 3 vol. (Chicago 
and London, Charles H. Kerr and Company, 1909), vol. 1, p. 46. 

• E. Roll, A History of Economic Thought (New York, Prentice-Hall, 1942), p. 299. 
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In view of modern advances in the theory of value and distribution, 
the Marxian concept of exploitation is chiefly of historical interest. This 
brief discussion has been included in this chapter primarily to emphasize 
the change which has occurred in the usage of the term “exploitation.” 
For Marx it was equivalent to extortion; in this text it is used, without 
intending justification or condemnation, as a neutral, technical term 
denoting a condition in the use of labor by the individual firm. 

Definitions and Classification 

Exploitation 

The term “exploitation” will be used to denote the payment to labor 
of a wage less than its marginal revenue product. 7 This is, of course, not 
the only possible definition of exploitation. We might, for instance, adopt 
the criterion of a wage less than the value of the marginal physical prod¬ 
uct. 8 But choice of the latter is less fruitful from the point of view of draw¬ 
ing practical conclusions from our study. Under monopolistic competition, 
all factors, including capital, are “exploited” in this sense, 9 and it is there¬ 
fore quite uninteresting to examine the conditions under which labor is 
exploited, since such exploitation will be almost universal. If we adopt 
the definition of exploitation which uses the value of the marginal physical 
product as its standard and perfect competition as its norm, the only pos¬ 
sibility of removing exploitation is by restoring conditions of perfect 
competition—which is inconceivable. On the other hand, by adopting 
the definition of exploitation as payment of a wage less than the marginal 
revenue product of labor, a much wider field is left open for discussion 
of the possibility of eliminating the discrepancy through the application 
of appropriate public or trade union policy. 

At the outset, it is important to recognize two important shortcomings 
inherent in the definition adopted. If we define exploitation in terms of 
lack of equivalence of wage and value of the marginal physical product, 
our norm, as has been said, is perfect competition. In a perfectly com¬ 
petitive society, all resources—labor, capital, land—will be allocated to 
their most productive uses under the beneficent influence of free compe¬ 
tition. Consequently, if exploitation is defined in terms of value of mar¬ 
ginal physical product and it is found that no exploitation exists, this is 
an indication that the resources of the economy have been most advan¬ 
tageously distributed. A similar conclusion does not follow, however, 


7 This term will receive consideration in the next section. 

8 This is the definition adopted by A. C. Pigou, Economics of Welfarr 

(London, Macmillan and Company, 1929), p. 551 ' welfare, 3d ed. 

9 See E. H. Chamberlin, The Theory of Monopolistic Competition (Cambridge 

Harvard University Press, 1938), p. 183. F K amonage, 
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when exploitation is defined in terms of marginal revenue product; for 
labor may everywhere be receiving its full marginal revenue product, yet 
be maldistributed. 

This brings us to a second possible shortcoming of the definition 
adopted in this discussion. No matter how low an employer may force down 
wage rates, as long as he pays labor its marginal revenue product—which 
he may easily do by adjusting his employment to the reduced wage rates 
—the economist is compelled to deny that exploitation exists. As a conse¬ 
quence, critics are prone to attack the definition as justifying the existing 
distribution of resources and income. A moment's reflection, however, will 
indicate that there is no basis for this criticism. Social reform need not 
be confused with economic analysis. In this chapter, we shall be concerned 
simply with the application to a labor problem of the logical apparatus 
derived from the marginal productivity doctrine. Our objective is to 
ascertain what the effect of certain wage policies is, not what the wage 
policies should be. 

Marginal Product 

The marginal product with which we shall be concerned has been 
variously called the marginal value product, the marginal net product, 
and the marginal revenue product. Although it does not really matter 
which expression we adopt, as long as we use it consistently and are aware 
of what it means, it seems advisable to adopt the term marginal revenue 
product. 10 This designation has the merit of serving clearly to associate 
the concept with the individual firm. The marginal revenue product is 
the net anticipated addition to the money revenue of the firm attribut¬ 
able to the addition of one more unit of a factor. The question then arises 
as to how “long” and how “broad" this concept should be construed. 
Not only may we stretch the anticipated addition to revenue over time, 
but we may also count in it many things which are often not so included. 

There are two arguments for preferring a long-period formulation of 
marginal revenue product to a short-period one. In the first place, since 
the whole conception of marginal productivity depends upon the possibil¬ 
ity of variation of industrial methods, 11 it seems advisable to confine our 
attention to a period long enough for such variation to be practically 
feasible. The difference to total production made by the addition of a 
single man, when form and quantity of cooperating capital are supposed 
to be unchanged, will be much less than the true marginal product when 
capital is supposed variable in form and quantity. 12 In the second place, 

10 E. H. Chamberlin, The Theory of Monopolistic Competition (Cambridge, Harvard 
University Press, 1938), p. 189. 

11 J. E. Hicks, Theory of Wages (London, Macmillan and Company, 1932), p. 20. 

11 J. R. Hicks, Theory of Wages (London, Macmillan and Company, 1932), pp. 20-21. 
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businessmen often adopt wage policies which can be considered rational 
only if regard is had for their relation to the long-run marginal revenue 
product of the labor employed. Thus, if a businessman pays high wages in 
the expectation that this will keep out a union, he is thinking in terms of 
the long-run effect of the high-wage policy. If this policy involves pay¬ 
ment to labor of a wage greater than its short-run marginal revenue 
product (though it need not always do so), it does not give a satisfactory 
explanation of the situation to say that the employer is thereby being 
“exploited.” Rather, it would seem more realistic to reason that the latter 
expects the long-run marginal revenue product of the non-union, as com¬ 
pared with the union, labor to be sufficient to compensate him for the 
payment of the high wages. 

So much for the “length” of the marginal product. The next question 
is: how “broad” (how wide in scope) shall we make the definition? The 
marginal revenue product of labor, as we shall use the term, will consist 
of any additions to the firm’s future revenues of any kind which additional 
units of labor may be expected to make. Ordinarily, the increments in 
revenue are conceived as arising out of increases in the production of the 
physical product. This conception must now be broadened to include ad¬ 
ditions to revenue which accrue from altering the demand for the product. 
For example, the United States Potters Association was deterred from 
pressing for wage reductions in the years 1913-1914 by the realization 
that this might alienate the Democrats and possibly have unfavorable 
repercussions on the Administration’s attitude toward the tariff duty on 
pottery. 13 Throughout the history of the agreement between the union 
and the employers association in the pottery industry, the latter were led 
to make concessions and pay higher wages than they otherwise would 
have, largely because they realized that payment of high wages was a 
valuable bargaining point when demanding further tariff protection from 
the committees of the House and Senate. 14 Thus, part of the wage paid 
labor during this period was a selling cost, in that it was directed to influ¬ 
encing the demand for the product through preventing encroachment 
upon the pottery market by foreign sellers. 

A similar situation exists when certain companies are pledged to a 
high-wage policy. In so far as such a policy is based on the belief that high 
wages attract better workers or get more work out of laborers than lower 
wages, no problem is raised for marginal productivity theory. Some com¬ 
panies, however, upon building a new plant in a new area, immediately 
offer to pay higher wages than any of their rivals largely because of the 

19 D. McCabe, National Collective Bargaining in the Pottery Industry (Baltimore 
Johns Hopkins Press, 1932), p. 370. 

^ D. McCabe, Notional Collective Bargaining in the Pottery Industry (Baltimore 
Johns Hopkins Press, 1932), p. 371. 
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publicity value of this policy. Part of the marginal productivity of the 
workers thus secured consists of the addition to net revenue they are 
capable of making, the demand curve being given, and another part is 
derived from altering and shifting the demand curve for the product 
itself. Thus the wage paid can be viewed as a composite of selling cost and 
production cost. As far as the individual entrepreneur is concerned, he is 
not likely to distinguish these two elements, although analytically they 
are distinguishable. Ideally, the entrepreneur should discover the opti¬ 
mum amount of wage selling-cost outlay (i.e., that part of the wage, 
which is intended to alter the demand curve for the product) for every j 
price of the product, and then choose the one of these combinations which 
yields the largest net profit. Actually, he will probably lump the two 
different kinds of marginal revenue contributions together; the wage set 
may not be the most advantageous possible with regard to production 
and selling cost, each taken separately, but whatever it is, the employer 
will hire labor at that wage until composite marginal revenue product 
equals the wage. 

The marginal revenue product with which we shall be concerned is 
therefore a long-term one, whose time dimension and scope vary with the 
individual entrepreneur’s calculations, which in turn are influenced by 
the peculiar conditions which present themselves in the sale of his product. 

The Wage of Labor 

The wage paid to labor has generally been assumed to take the form 
of a money outlay which goes into the worker’s weekly pay envelope. 
Under modern conditions of employment, however, this view gives only 
an incomplete picture of the nature of labor cost. It seems more realistic, 
when dealing with problems of wage theory, to state it in terms of employ¬ 
er’s total labor cost outlay per man-hour, 16 or some similar unit. Wages 
are, of course, the most important consideration, but the costs of safety 
and sanitary devices, recreational facilities, pension and hospitalization 
plans must not be neglected. The employer may not take full account of 
these latter costs in his day-to-day hiring; yet in the long run which we 
are considering, they must receive due consideration if profits are to be 
maximized. 

Indeed, when national or regional wage agreements are in force in 
piece rate industries, for example, the standard piece scale may remain 
largely unchanged for a considerable period, whereas there will be fre¬ 
quent adjustments from time to time in the “conditions” of work. 
Merely to look at the rigid prices of labor in such an industry during a 


'•This usage was suggested by the article by M. Bronfenbrenner, “The Eco¬ 
nomics of Collective Bargaining,” Quarterly Journal of Economics , 58:535 (1939). 
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period in which there had been a considerable increase in the marginal 
productivity of labor might yield the incorrect conclusion that labor 
was not sharing in the results of this increased productivity and so was 
being exploited. Actually, the equation may come about, imperfectly of 
course, through a gradual improvement of the conditions of work. There¬ 
fore, although this discussion will continue to use the word “wage,” this 
term should be interpreted to mean employer’s outlay on both wages 
and services on behalf of the labor force. 

Classification of Exploitation 

Cases of exploitation may, for purposes of discussion, be conveniently 
divided into two categories: non-deliberate and deliberate. Exploitation 
will be said to be non-deliberate if the discrepancy between the marginal 
revenue product and the wage is traceable to conditions which are beyond 
the employer’s control—for example, the existence of discontinuities in 
the demand curve or of a less than perfectly elastic labor supply curve. 
Exploitation will be said to be deliberate, if the employer consciously 
attempts to pay labor less than its marginal revenue product, even 
though conditions are such that he could pay the marginal revenue 
product if he so desired. It is with regard to these cases that the greatest 
confusion prevails. Our examination will show that the ordinary “sweated 
industry” argument, which falls in this category, is fallacious, because 
the cases in point do not usually constitute exploitation, though they 
may give rise to exploitation under certain circumstances. 

Non-deliberate Exploitation 

Undoubtedly, a common source of discrepancy between marginal 
product and wages is employer ignorance of the most profitable combina¬ 
tion of the factors. However, to examine this possibility in detail would 
involve a consideration of the validity of the marginal productivity theory 
per se , which undertaking is beyond the scope of this chapter. For the 
purpose of the following discussion, the assumption can be made that, 
despite the inexactness of entrepreneurial calculations, the general princi¬ 
ple of maximization of profits, one phase of which is equation of marginal 
revenue product to marginal cost, is nevertheless operative. 

Rising Labor Supply Curve 

Perhaps the most commonly mentioned source of non-deliberate 
exploitation is the lack of perfect elasticity in the supply curve of labor. 
This condition may involve two possibilities: either the employer is faced 
by a perfectly inelastic supply curve for a considerable range (as, for 
example, might be the case of an employer having a closed shop where 
the union pursued a highly restrictive membership policy); or the supply 
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curve is positively inclined, but is not perfectly inelastic (perhaps for 
skilled labor). Ip the former instance, the employer may be compelled to 
stop adding workers short of the point of equality of marginal revenue 
product and wage merely because there are no more workers to be had. 
In the latter, the entrepreneur equates marginal revenue product to the 
marginal cost of labor. 16 But since with a rising supply curve for labor, 
riiargirial cost of labor will be higher than the wage, at the point of 
equilibrium of marginal cost and marginal revenue product, the marginal 
revenue product of labor will also be above the wage. Labor therefore 
will be exploited. 

Since a rising supply curve for labor tends to produce exploitation, it 
seems that exploitation, as we have defined it, is more likely to exist 
where there is a scarcity of labor than where there is a large pool of 
unemployed labor. It seems certain, at least, that a high price for labor 
is no evidence of the absence of exploitation. 

The Cost of Change 

Stability of prices may be sought because it is a simple policy and 
because the wisest policy is hard to discover. 17 Moreover, it is often the 
least expensive policy as well. The fact that there is a cost of change 
involved in altering prices may give rise to exploitation. This cost may 
arise from two sources: (1) from the difficulty of ascertaining the best 
combination of factors and (2) from the expense necessary to inform the 
public of a change in the price of the product. 

As an example of the first type, let us suppose that a firm has been 
maintaining a fairly stable price and then a small fall in wages occurs. 
In this event, the employer may feel that the trouble and expense of 
calculating what the new price should be would be so great that it would; 
be cheaper to leave the price as it is. Here he maximizes his profits! 
“by remaining ignorant.” As a result, there may be no change in price 
at all, and marginal revenue and wage need not be equated. Labor would 
therefqre be exploited. If the wage change occurs in the opposite direction, 
however, then it is employers who will receive less than their full marginal 
revenue product. Thus the cost of change cuts both ways, and there is no 
reason to believe that it is a source of continuing exploitation of labor 
alone. 

What, then, about our second type of cost of change—that which is 
attributable to increased selling costs accompanying a change in price? 


u The reader is referred back to Chapter 11, on the demand for labor, in which 
the relationship between marginal cost of labor, supply price of labor, and marginal 
revenue product, are fully discussed. 

17 A. R. Burns, The Decline of Competition (New York, McGraw-Hill Book Com¬ 
pany, 1936), p. 196. 
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If wage rates fall, an employer still may not lower his price, if there is an 
added cost, such as advertising expense, connected with informing the 
buying public of the lowered price. The employer would weigh the lower 
wage against the increased revenue (if any) which would accrue if he 
lowers his price and would subtract from the latter the cost of advertising 
for the additional output. Suppose, for example, a clothing house con¬ 
ducts an extensive campaign to impress upon the public that “ Hall's 
Suits Sell for $9.99.” These suits are sold at this price for a year; then a 
small decline in wage costs occurs, which would make possible a reduction 
in price. Assuming that there is no question of oligopoly to complicate 
the picture, the decision of the manufacturer to change his price will 
depend upon whether or not the additional revenue expected to be de¬ 
rived from the sales at the lower price will be great enough to reimburse 
not only the costs of producing the added output, but also the cost of an 
advertising campaign necessary to inform the public that the clothes no 
longer sell at the conventional price. In other words, the various points 
on the demand curve which the economist draws with such ease may in 
reality be separated, the one from the other, by vigorous advertising 
campaigns. The cost of change involved in altering such conventional 
prices is a factor encouraging continued price inertia. 

The effect of such inertia is that the wage is often equated not to the 
marginal revenue product, but to marginal revenue product minus the 
*cost of advertising. 18 Since this is, no doubt, a common case, being a 
normal consequence of monopolistic competition, we might prefer not 
to speak of this as exploitation. Perhaps distribution theory should take 
account of this phenomenon by recognizing that labor often receives not 
its marginal revenue product, but only the latter minus some deduction 
for selling costs. It might, for example, be argued that just as the recogni¬ 
tion of the ubiquity of product differentiation and sloping demand curves 
has led us to consider as “normal” what formerly would have been con¬ 
sidered “abnormal” on the basis of standards of perfect competition, so 
now the acceptance of the prevalence of selling costs in a monopolistic 
economy compels a redefinition of exploitation to take account of this 
phenomenon. 

Such a redefinition, however, is not required because product differ¬ 
entiation and selling costs have quite different implications for the theory 
of exploitation. The existence of sloping demand curves implies that labor 

18 Of course, marginal revenue product might be defined as net of all expenses 
which are connected with the increment in employment, in which case, the deduction 
for selling costs would already be included in the concept of marginal revenue product 
and hence marginal revenue product would be equated to the wage despite the exist¬ 
ence of advertising expense. The writers have preferred not to adopt this “net” 
definition, because it is less convenient for elucidating the significance of selling costs 
for exploitation theory. 
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(as well as other factors) can never 19 receive remuneration equal to the 
value of its marginal physical product. But the prevalence of selling costs 
does not permit us to make a similar statement with regard to the mar¬ 
ginal revenue product. Exploitation from this source may, indeed, be 
general, but it can never be directed at all factors at once, nor is it likely 
to result in substandard remuneration to any particular factor over a 
long period of time. In the example cited above, labor was exploited, since 
it received payment of a wage equal only to its marginal revenue product 
minus some deduction for the cost of advertising. On the other hand, 
when wages rise, the employer may not increase his price, if there is a 
cost connected with informing the public of the change in price policy, 
and so (unless the employer chooses to deteriorate his product) con¬ 
sumers benefit through the maintenance of the former price despite the 
higher level of costs. In this instance, the wage is equated to the marginal 
revenue product plus the cost of advertising, and hence it is the employer 
who is exploited. 

Thus, where selling costs are significant, fluctuations of wages, within 
limits, will be absorbed by altering the size of the shares of the factors, 
rather than by changes in output. Graphically, this situation implies that 
the marginal revenue product of labor—in the sense of the value above 
or below which the wage cannot go without inducing a change in the 
number of men employed—is not a single line, but rather a band whose 
width is determined, among other tilings, by the extent of additional 
selling costs associated with each output. Thus another distinguishing 
characteristic of monopolistic as compared with pure competition is the 
breadth of the marginal productivity curve in the former in contrast to 
the relative thinness of it in the latter. This is another factor contributing 
to the result that a wage increase in the individual firm in pure competi¬ 
tion will lead to more unemployment than under conditions of monopo¬ 
listic competition. 

Thus, the cost of change arising out of selling cost, like the cost of 
change which arises out of the difficulty of ascertaining the most profitable 
combination of the factors, is just as likely to make possible the existence 
of a wage above the marginal revenue product as one below it. The 
employer is just as likely to be exploited for short periods of time as is 
labor. Therefore, redefinition of exploitation in terms of a marginal 
revenue product which would take account of a deduction for selling costs 
seems neither necessary nor desirable, since any one factor receives the 
reduced remuneration only part of the time and the rest of the time is 
just as likely to have its remuneration increased by reason of the existence 

*• Except possibly in unusual circumstances such as those depicted in Fig. II 
on p. 329. 
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of selling costs. It is evident that we cannot look to selling costs as a 
source of continuing exploitation of labor. 

Discontinuous Product Demand Curves 

Another possible case in which labor will receive less than its marginal 
revenue product is the situation of a firm confronted with a discontinuous 
demand (and marginal revenue) curve for its product. Many articles are 
sold only at standard intervals such as $8.95, $7.95, and $6.95 (perhaps 
for dresses), or 10 cents, 5 cents, or 1 cent (chewing gum). It is to be 
admitted that the definition of product and demand in these cases is not 
easy. For example, does the employer see a demand for dresses in general, 
a different quality being sold at the three different price ranges? Or does 
he see the demand for a particular quality of dress at the different prices? 
The latter, the usual type of product demand curve, seems likely to be 
even more discontinuous in a case such as this than the former type. 
Jin either case, however, the demand curve will be discontinuous, and so 
f exploitation is made possible. 

The existence of these “ steps,” coupled with the utilization of 
“chunks” of factors, makes possible the existence of one type of exploita¬ 
tion. However, such discontinuity is neither a necessary nor a sufficient 
condition for the emergence of exploitation. That it is not necessary is 
obvious from the fact that exploitation of the monopsonistic type (see 
below) can exist even if the demand curve is of the usual smooth type. 
It is not a sufficient condition, because even if the demand and marginal 
revenue curves contain steps, nevertheless the marginal cost curve may 
be such as to cut the marginal revenue curve on a horizontal portion 
(as in Fig. 11, p. 329); and if we assume, for the sake of simplicity, that 
marginal cost contains only wages, then in this case there would be no 
exploitation, since the wage would be equated to the marginal revenue 
product. 

An extreme type of discontinuity of demand, characterized by a 
“kink” 20 at the prevailing price, is apt to exist under oligopoly. With a 
demand curve of this sort, the marginal revenue curve will be discon¬ 
tinuous, and so a rise in wage rates, and hence in marginal costs, will not 
affect output and employment, if it changes the position of the marginal 
cost curve within this discontinuous range. 21 The only effect that it may 
have is to cause more intensive non-price competition, such as adver¬ 
tising, by the firms in order to increase their sales and compensate for 
the rise in costs. 


10 P. M. Sweezy, “Demand under Conditions of Oligopoly,” Journal of Political 
Economy, 47:569 (1939). 

“ P. M. Sweezy, “Demand under Conditions of Oligopoly,” Journal of Political 
Economy, 47:570 (1939). 



THE THEORY OF LABOR EXPLOITATION AND THE MINIMUM WAGE 329 


This condition would seem to be favorable to a discrepancy between; 
wage and marginal revenue product, but it need not be. In fact, it is 1 
possible not only that the wage should equal the marginal revenue prod¬ 
uct, but also that it should equal the value of the marginal physical 
product. 

In Fig. 11 an extreme case of this oligopolistic condition is illustrated. 
To show, by means of this diagram, how oligopoly may completely ex¬ 
clude exploitation of any kind, it is necessary to make only four assump¬ 
tions: (1) the demand curve for the product has a horizontal portion; (2) 
wage costs are assumed to be all of marginal costs; (3) the marginal cost 
curve 22 is such that it cuts the demand curve in the horizontal range 23 ; 
(4) the supply of labor over the relevant range is perfectly elastic. (This 
might easily be the case in depression years, at least within limits, and it 



Fig. 11. Equilibrium under oligopoly. Reproduced from article of G. F. Bloom in 
Readings in the Theory of Income Distribution (Philadelphia, The Blakiston Company, 
1946), p. 257. 


n The marginal cost curve here rises, not because of a rising labor supply curve 
(this is ruled out by assumption), but because of the effect of diminishing returns. 

11 If the demand curve has a “kink," but does not become horizontal at any 
point, then average revenue and marginal revenue must always diverge, and hence 
the following analysis will not hold. 
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is precisely in such times, when businessmen are particularly fearful of 
cutthroat price-cutting, that a corner is likely to be found in the demand 
curve.) 

Given these conditions, the oligopolist acts no differently from a pure 
competitor. A moderate rise in marginal costs will cause a decline in out¬ 
put with no immediate rise in the price charged by the seller. Further¬ 
more, with the given output as pictured above, since marginal revenue 
equals average revenue at a price of 50 cents, marginal unit wage cost will 
equal both marginal revenue and price. Therefore, labor will receive not 
only its marginal revenue product, but also the value of its marginal 
physical product (the price per unit of the commodity). Here, then, where 
we should least expect it, we find the possibility that the consequences of 
pure competition may be reproduced. 

But of far more theoretical interest and practical importance are those 
cases in which the marginal cost curve is distributed from its equilibrium 
position and cuts the marginal revenue curve on a discontinuous portion. 
This would be the case in Fig. 11 if a fall in wage rates lowered the mar¬ 
ginal cost curve so that it no longer cut at the corner but rather on a 
vertical part of the marginal revenue curve. Or if the discontinuity is not 
so severe, but more in the nature of a “hump,” there will be some range, 
nevertheless, in the marginal revenue curve which will be discontinuous, 
and if the marginal cost curve comes to rest in this range, the marginal 
revenue product and wage will not be equal. 

Such discontinuity of demand and, concomitantly, such a possibility 
of an inequality between marginal revenue product and wage is particu¬ 
larly likely in industries in which prices have been stabilized. The United 
States Steel Company, for example, announced and maintained a price 
of $28 a ton for steel rails for 180 months. 24 During this period of 15 years, 
it is certain that wage rates did not stay constant; yet changing cost 
relations had no effect upon price. This suggests that in many of such 
cases production is not carried to the point where short-run marginal costs 
equal short-run marginal revenue, 26 and that the wage is not equated to } 
the marginal revenue product. However, the mere fact that wages change, 
while prices do not, is no evidence of the existence of exploitation; for 
equality of wage and marginal revenue product can be maintained with 
;a changed wage rate and an unchanged price through (1) varying the pro¬ 
portions of the factors of production and/or (2) varying the volume of 
; output. For example, if wages rise, but the fixed price is maintained, the 
equality between marginal revenue product and wage may be reestab- 


* 4 A. R. Bums, The Decline of Competition (New York, McGraw-Hill Book Com¬ 
pany, 1936), p. 205. 

* 5 P. H. Douglas, 4 'The Effect of Wage Increases upon Employment/’ American 
Economic Review, 29:153 (1939, supplement). 
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lished by bringing old machines into use and otherwise substituting cap-\ 
ital for labor. Some such substitution is possible, even in the short run. 
Secondly, the firm may refuse to fill all orders immediately at the fixed 
price and attempt to postpone deliveries and spread commitments over 
time. Both of these lines of action would reestablish equality through a 
displacement of labor, despite the continued maintenance of the fixed 
price. But both are definitely restricted in scope. Assuming a relatively 1 ! 
uniform demand at the stable price, not much leeway is left either to vary : 
output or the combination of the factors as cost-price relations change. J 

If the rigid price is maintained, when wages rise, and conditions of 
demand remain relatively unchanged, the tendency will be for the em-i 
ployer to be “exploited,” for he will be paying labor more than its short-'j 
run marginal revenue product. True, he could curtail output and reduce 
his labor force; but since his price has not changed, such a policy might 
mean disappointing some of his customers. Consideration of customer 
good will, therefore, may be an important factor deterring him from alter¬ 
ing his output. On the other hand, if wages fall, there will be little incen-» 
tive to hire additional men at the lower wage, so long as the same price j 
is maintained, and sales are limited to the given volume. As a result,! 
labor will be exploited, i.e., it will receive less than its marginal revenue^ 
product. 

Deliberate Exploitation 

We turn now to those cases of exploitation which may be termed 
deliberate. Here would be included the case of monopsonistic discrimina¬ 
tion in the hiring of labor. Discrimination may be of two kinds: either 
payment of the same wage to men of different efficiency, or payment at 
different rates to men of the same efficiency, as would occur if a separate 
bargain could be made with each man, assuming that the men differed 
in the minimum wage they were prepared to accept. 

In the first case, different men represent different amounts of effi¬ 
ciency, and though each man is paid the same wage, differing amounts of 
efficiency units are paid for at the same rate. An efficiency unit may be 
defined as an hour’s work of a given skill and efficiency. If the labor of 
workers of varying degrees of efficiency is converted into sucTi efficiency 
units, it will be found that the efforts of the more efficient employees are 
equivalent to a larger number of such efficiency units than the effort ex¬ 
pended by less efficient workers in the same number of hours. Suppose 
the employer pays a uniform wage per hour regardless of efficiency and 
sets that wage in accordance with the marginal revenue product of the 
least efficient man. In that case, the least efficient man will not be ex¬ 
ploited but all men of higher efficiency will be, because they receive no 
more pay, despite the fact they contribute more efficiency units of labor. 
In the second case, wherein different wages are paid to men of equal 
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f efficiency, the wages of the most expensive man will be equal to the mar¬ 
ginal productivity of the group, but since all other men will receive lower 
wages, all but the highest paid will be exploited. 26 

This discrepancy between marginal revenue product and wage is not, 
however, the kind that is usually thought of by labor economists when 
they speak of exploitation. Rather, the argument usually runs in terms of 
the “sweated industry.” In these industries, the greedy employer is pic¬ 
tured as having extracted an extra profit by working his employees long 
hours at wages far below their contribution to the product. The reasoning 
involved in reaching this misleading conclusion goes something like this: 

The same kind of labor ought to receive equal remuneration for its 
work in all parts of the economy. Therefore, if wages are substandard in 
certain industries, in the sense that they are lower than those that prevail 
/ on the average for a particular type of labor, then, it is argued, the labor¬ 
ers in these industries must be receiving less than their marginal contribu¬ 
tions to the product. 

This conclusion does not follow from the premises, nor are the premises 
applicable to an economy in which rigidities of various kinds are not the 
exception but the rule. The marginal contribution of a worker in a mo¬ 
nopolistic economy is associated with the fortunes of the individual firm 
in which he is employed; this gives rise to differences in the rate of pay 
for the same kind of labor which could be eliminated only if labor were 
perfectly.mobile. That labor is not perfectly mobile is evident, and hence 
there is no difficulty in accounting for the co-existence of different wage 
levels for the same kind of labor. It should be noted, however, that the 
fact that immobility of labor makes it possible for employers to secure 
labor at a lower price than would prevail in a fluid labor market does not, 
at the same time, imply that the underpaid labor is being exploited. The 
existence in the economy of different levels of pay for the same kind of 
labor is quite consistent with payment to labor in all its employments of 
its full marginal revenue product. 

If wages are low in certain industries, they are low, in the majority of 
cases, not because the employer is exploiting the workers, but because the 
marginal productivity of the workers themselves is low. The mistaken 
views advanced in connection with the “sweated industry’' argument 
rest upon an apparent belief that the employer wants to pay less than the 
marginal revenue product because it is profitable to do so. This is not so. 
In fact, it can easily be shown that if the employer has succeeded in forc¬ 
ing down the wage rate, it is in his interest to hire more workers at that 
rate until the wage equals the marginal revenue product of labor. If, for 
example, we assume that labor is the only variable cost, then marginal cost 

86 J. Robinson, The Economics of Imperfect Competition (London, Macmillan and 
Company, 1933), p. 300. 
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will consist entirely of wages. The entrepreneur attains his maximum 
profit at the point where marginal cost equals marginal revenue; accord¬ 
ing to our assumptions, this will also be the point where the wage is 
equated to the marginal revenue product. 

An employer may want to pay his employees a lower wage in order to 
be able to lower costs sufficiently to add more workers and so to increase 
output. For a time there may be an inequality between the reduced wage 
and the marginal revenue product, but this is only a transitional state. 
When production is increased at the lower level of costs, the marginal 
revenue product will again be equated to the wage paid. The end in view, 
the goal toward which the employer directs his efforts, is this equilibra¬ 
tion, because only this implies maximum profits. 

What is more, the motivation is there, whether there is competition 
among employers or not, except, of course, if the monopsonistic buying 
of labor leads to a rising supply curve for labor, which, however, it need 
not always do. This basic fact is often overlooked by economists. One 
writer, 27 for example, speaks of exploitation which may occur owing to the 
restricted competition for labor, or the concerted action of businessmen 
to set a wage which is low. This action, however, need not give rise to 
exploitation as we have defined it, although it is commonly assumed to 
do so. The workers will, however, be exploited in terms of the optimum 
distribution of resources. Likewise, moral and physical degradation may 
result as a consequence of the payment of substandard wages. Yet as long 
as the wage is equated to the marginal revenue product, the economist is 
compelled to deny the existence of exploitation, regardless of how low 
the employer forces down wage rates. It is in dealing with such situations 
that one comes to realize how inadequately the term exploitation, as 
herein defined, covers the range of problems which the word has come to 
connote. 

Another well-known economist contends that there is no reason to 
believe that “employers will pay what they can pay.” 28 They will pay 
workers their full marginal value products “ only if the competition among 
employers for labor is as keen as the competition among wage-earners for 
work.” 29 Now it is quite true that if employers by collective action can 
set a wage rate without outside interference, they are likely to set it low. 
But having set the wage, there is, with few exceptions, no reason why 
they should cease hiring men at this wage before the addition to total 

17 P. Douglas, “Wage Theory and Wage Policy,” International Labor Review , 
39:340 (1939). 

28 C. Daugherty, Labor Problems in American Industry , rev. ed. (New York, 
Houghton Mifflin Company, 1938), p. 172. 

28 C. Daugherty, Labor Problems in American Industry , rev. ed. (New York, 
Houghton Mifflin Company, 1938), p. 172. 
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revenue added by another laborer is just equal to the wage paid. There¬ 
fore, competition among employers is not needed to assure that labor gets its 
marginal revenue product } nor is it necessary that labor be able to migrate 
away from the particular locality. All that is necessary is that there be a 
sufficient pool of labor so that increasing amounts of labor can be pro¬ 
cured at the same price and that employers pursue a rational course 
dictated by maximizing profit. 

If, in this case in which the employer (individually or in combination 
with other employers) is able to set a low wage, exploitation does occur, 
then this phenomenon cannot be explained by looking at the conditions 
of mobility of labor alone, or by observing the relations of the various 
employers to one another in the buying market. These factors are crucial 
in determining the level at which the wage will be set; they are only inci¬ 
dentally important in the creation of a situation making deliberate ex¬ 
ploitation of labor possible. The real clue to the cause of deliberate ex¬ 
ploitation lies in the conditions of sale of the product. 

For deliberate exploitation to exist, these requirements 30 must be 
met: 

1. There must be a body of labor such that the employer can secure 
the same amount of labor at a lower price as at a higher price. This means 
that the supply curve of labor over the relevant range must be perfectly 
inelastic; 

2. The employer must be able to set the wage; 

3. The conditions of sale of the product must be such that there is a 
kink in the demand curve at the prevailing price. 

No one of these requisites, by itself, is sufficient for the existence of 
deliberate exploitation, nor does a combination of any two guarantee that 
deliberate exploitation will exist. If all three are present, however, and 
the employer seeks to maximize his profits, it will be in his interests to 
pay less than the marginal revenue product. 

According to our definition, deliberate exploitation exists when the 
employer consciously attempts to pay labor less than its marginal revenue 
product, despite the fact that conditions are such that he could profitably 
pay the marginal revenue product if he so desired. If, however, the labor 
supply curve has an elasticity greater than zero and less than infinity, the. 
employer could not profitably pay a wage equal to the marginal revenue 
product of labor, for, in these circumstances, the marginal cost of labor 
will be above the wage, and since the employer equates the marginal 
revenue product and the marginal cost of labor, labor will be exploited, 
even if the employer does not attempt to force down the wage. On the 
other hand, when the supply of labor is perfectly inelastic over a given 

30 These requirements do not apply to the forms of wage discrimination disc uss ed 
on pp. 331-332. Wage discrimination must be treated as a special case. 
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range, the employer could pay a wage equal to the marginal revenue 
product without incurring losses, but there is no reason to believe that he 
will, since he can obtain the labor at any price (within limits). This does 
not mean, however, that a perfectly inelastic labor supply curve is a 
sufficient condition for the existence of exploitation, for if the employer j 
can reduce his costs by hiring labor at a lower wage, he will ordinarily) 
also reduce the price of his product. The consequent increase in quantity 
demanded will increase the employer’s demand for labor, while the rise 
in output will reduce the marginal revenue product of labor, so that a 
movement will be set up which will tend to restore equality between 
marginal revenue product and wage. Thus, even if the supply of labor is 
perfectly inelastic (condition 1) and the employer is able to set the wage 
(condition 2), continuing exploitation will not prevail. It will be only in 
the nature of a temporary phenomenon, existing during the period of 
transition from one level of output to another. The kink in the demand 
curve (condition 3), by removing the incentive to lower prices as wage 
costs are reduced, prevents this latter adjustment from taking place, and 
so permits the inequality between wage and marginal revenue product to 
persist. 

When would an employer force down wages and not continue to hire? 
men at the lower wage until the marginal revenue product was reducedj 
to equality with the wage rate? The answer is to be found in point (3) 
above: when the increased output could only be sold at a price so low that 
the marginal revenue for the additional sales would be less than the mar¬ 
ginal labor cost (assuming for simplicity that wages are all of marginal 
costs). This situation of inelasticity of demand below the prevailing price 
may be found, as was pointed out above, in oligopolistic industries where 
price maintenance is practiced. It may also be found—and here is the 
grain of truth in the popular writing on the subject—in “sweated” oli¬ 
gopolistic industries. It seems likely, both where conditions are highly 
competitive and price changes frequent, and also where conditions are 
non-competitive and prices rigid, that a kink in the demand curve will be 
common. Although the “sweated industries” are highly competitive in 
terms of price changes, they fit in the category of “oligopoly,” rather than 
in that of pure or monopolistic competition, for sellers are aware of their 
influence on the price policies of competitors. The fact that prices change 
often in the “sweated” oligopolistic industries, but infrequently in mature 
oligopolistic industries (in both of which the seller is conscious of his 
rivals’ reactions), may possibly be attributed to the greater strength of 
feelings of esprit de corps in the latter and the greater ease of entry and 
greater frequency of fly-by-night competitors and wildcat firms in the 
former. A fear of price wars will probably be found in both kinds of 
industries. 
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Suppose that under conditions such as these the entrepreneur is pro¬ 
ducing at a point where the marginal revenue is equal to marginal cost, and 
where the wage is equated to the marginal revenue product of labor. If, 
now, he is able to reduce costs, he will have no incentive to lower his price 
and increase output, for because of the extreme inelasticity of demand 
for a considerable range below the prevailing price, he would not increase 
his total revenue by a price cut, but would instead decrease it by starting 
a price war. In a situation such as this, if the employer is able to set the 
wage at will, and if the supply curve of labor is perfectly inelastic over the 
relevant range, he will increase his profits at the expense of his workers, 
yet will not be induced to hire more men at that wage. Therefore, deliber¬ 
ate exploitation will exist. Here, in every sense of the word, the workers 
would be exploited by their employer. 

The statement is frequently made that southern workers are exploited 
by their employers. Are conditions present in the South which make 
possible deliberate exploitation of labor? Possibly they are—particularly 
condition 2 which requires an unorganized labor market so that the em¬ 
ployer can set the wage. But the inference is frequently drawn from the 
mere presence of regional wage differentials that exploitation must be 
present. This inference is a possible, but by no means necessary or proper, 
deduction from the fact of co-existence of wage differentials and appar¬ 
ently equal efficiency of labor. 81 

! Most of the confusion arises from a failure to understand the meaning 
lof productivity as it is used in marginal productivity theory. This concept 
does not mean physical efficiency pure and simple. Suppose one finds that 
a northern worker can tend 100 bobbins per hour and that a southern 
worker can tend 110 bobbins per hour. Obviously it would be erroneous 
to conclude from the evidence of the physical productivity of the two 
workers that the southern worker should be paid more than the northern 
worker. For the important consideration in wage determination is mar¬ 
ginal revenue productivity, not mere physical productivity. 

If the wage rate is lower in the South, costs will be lower than in the 
rest of the industry, ceteris paribus , and therefore with given equipment, 
more workers will be employed in a plant of a particular size in the South 
than in the North. 32 Since, for the larger amount of labor, marginal costs 


31 Statistical studies suggest that southern labor is as efficient as northern labor. 
See R. A. Lester “Effectiveness of Factory Labor, South-North Comparisons,” 
Journal of Political Economy , 54:60-75 (1946); also “Diversity in North-South Wage 
Differentials and in Wage Rates Within the South/' Southern Economic Journal * 
12:254-260 (1946). 

32 While statistical evidence tends to indicate that there is no greater labor-to- 
equipment ratio in the southern plants of interregional concerns than in their northern 
plants, this condition is undoubtedly attributable in large part to the fact that the 
southern plants are newer and therefore more highly mechanized. The labor-capital 
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will be lower, output will be larger in southern plants of comparable size. 
Consequently the addition to total revenue of the marginal worker will 
tend to be less in the South. Thus, it is quite possible that though the 
physical productivity of a southern worker is higher than that of his 
northern counterpart, his marginal revenue product to his firm is less. 
If this is the case, the co-existence of wage differentials with equally 
efficient labor forces is quite consistent with an absence of exploitation. 

Union Policies and Exploitation 

Prevalence of Exploitation 

Exploitation, as it exists in the actual economic system, would seem 
to be scattered throughout the economy, arising in different sectors for 
different causes. In so far as it is general, it must be attributed either to 
employer ignorance, to the ubiquity of monopolistic elements, or to the 
dynamic factor in economic life. It does not seem likely that it is so con¬ 
fined to any special sector of industry that this can be referred to as a 
problem area. If exploitation is more common in certain industries, they 
are probably not the “sweated” industries, but rather the oligopolistic 
non-competitive ones, since here we have the possibility of exploitation 
of both the deliberate and the non-deliberate kinds. Therefore, a mini¬ 
mum wage requirement set at a high rate in these industries is less likely 
to cause unemployment to ensue than a lower minimum applied to the 
“sweated” trades. If a minimum wage does not cause unemployment inj 
the “sweated” industries, this phenomenon is evidence, not of the priori 
existence of a discrepancy between marginal revenue product and wage 
but more likely of increased efficiency of the employers which was 
brought about by the rise in wage rates. 

The three most important kinds of exploitation would seem to be 
(1) the deliberate type just discussed, (2) the non-deliberate type caused 
by a rising labor supply curve (of less than infinite and more than zero 
elasticity), and (3) the non-deliberate type attributable to stability of 
price under oligopoly. 

Conditions making possible the first may be present, as has been 
mentioned, in both the competitive oligopolistic industries and in those 
oligopolistic industries where price competition is largely absent. 88 In the 
fortner, the so-called “sweated” trades, the workers are generally not so, 
well organized, so that the employer is better able to force wage rates.' 
down. But in these same trades prices change frequently, and this would 

ratio would be expected to be higher in the South only with the same type of equip¬ 
ment; in actuality, southern equipment is newer. 

u Professor Frit* Machlup has suggested that we distinguish between “ oligopolies 
in fight” and “oligopolies in truce.” 
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/seem to imply that even if the wages are forced down low, the employer 

* frequently makes changes in output and so is likely to equate labor’s 

♦ marginal revenue product and wage. Furthermore, since entry is rela¬ 
tively easy in these industries, abnormal profit 34 obtained from exploita¬ 
tion of labor would soon attract new firms into the industry, and this 
would tend to remove the discrepancy between marginal revenue product 
and wage. Thus exploitation is possible, but not very probable, in the 
‘ i sweated” industries. The same holds true for oligopolistic industries 
characterized by price rigidity. Here there may exist one of the conditions 
necessary for the practice of exploitation—the lack of incentive on the 
part of the entrepreneur to lower his price. But the other necessary 
factors—the ability of the employer to lower wage rates and still get 
the same amount of labor—may generally be expected to be absent; for 
in these semi-monopolistic industries unions are likely to be well en¬ 
trenched 36 and will not allow wages to be lowered at the will of the 
employer. The latter often must accept the wage rate as a datum and 
adjust output to it. In so doing, he will attempt to equate marginal 
revenue product and wage. Thus exploitation of this type is probably 

' not very common. 

Conditions of a supply curve of labor of some elasticity short of 
infinity are, on the other hand, probably characteristic of a large part of 
American industry. The ubiquity of this phenomenon is, however, no 
reason for believing that exploitation is equally widespread. A rising 
supply curve for labor is most typical of skilled wage groups, but these 
are the very ones that are most likely to be highly unionized. When a 
(trade union sets a minimum wage rate for work of a particular kind, it in 
jeffect makes the supply curve for labor perfectly elastic, thus eradicating 
any exploitation of this kind. Therefore, a rising supply curve for labor, 
although making exploitation possible, does in a sense produce its own 
cure—unionism. 

Union Policies Contributing to Exploitation 

On the other hand, unions may be instruments for making labor 
scarce and therefore union regulations themselves may give rise to 
exploitation. 36 Restrictive membership policies, long apprenticeship re¬ 
quirements, and similar devices tend to create an artificial scarcity and 
thus produce a rising supply curve for labor even in trades where none 

34 However, exploitation does not necessarily imply profits. Hence easy entry 
need not remove exploitation. It would remove a difference between average revenue 
product and wage, but not between marginal revenue product and wage. 

36 This is not to say that every oligopolistic industry is strongly unionized. 

33 Analysis of this problem is reprinted, with the permission of the publishers, 
from an article by G. F. Bloom and N. Belfer, “Unionism and Real Labor Income,” 
in Southern Economic Journal , 14:290-303 (1948). 
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would have existed in the absence of unions. These rules, however, create 
the scarcity in the union plant where the union can deal with the exploita¬ 
tion by setting uniform minimum rates for particular types of labor; 
consequently, these union policies are not likely to produce continuing 
exploitation of labor. 

Other union policies, however, tend to produce a rising supply curve f 
for labor in non-union firms, and in these cases the ensuing exploitation \ 
is much less likely to be eliminated. Such a result may follow from wide¬ 
spread adoption of seniority plans in unionized firms which reduces the 
general mobility of labor. Suppose, for example, that there are several 
small furniture companies in a particular locality and that demand for 
the product of one of them increases without any change in the demand 
for the products of the others. Then, in the absence of any special ad¬ 
vantage offered by one company, this employer should be able to obtain 
all the extra labor he needs without any wage increase or in response to a 
very small increase in the wage rate, so that for all practical purpose his 
supply curve for labor may be considered perfectly elastic, or very nearly 
so. But if the other firms become unionized and the union institutes a 
seniority program, employees will be reluctant to leave their established 
employments and lose their preference unless they are offered much 
higher wages as an inducement. Hence the effect of union-sponsored 
seniority plans upon other firms in the industry or locality is to decrease 
the elasticity of supply of labor and thus to produce conditions conducive 
to exploitation. 


Unions and Monopsonistic Discrimination 

That unionism and monopsonistic discrimination are antithetical is 
evident almost from the definitions of the terms. As we have seen from 
our earlier discussion, monopsonistic discrimination may be of two kinds: 
either payment at different rates to men of the same efficiency, or pay¬ 
ment of the same wage to men of different efficiency. Discrimination of 
the first type is likely to be common in depression periods when men are 
willing to take a job at any price and the minimum price which they are 
willing to accept differs because of the variation in the burden of responsi- * 
bilities. Union organization is, of course, a strong factor in combating such 
competitive wage-cutting by the workers themselves. Moreover, pay¬ 
ment of union out-of-work benefits may make workers less willing td 
accept low wages. Exploitation of this kind can be eradicated by imposing 
a minimum wage equal to the wage paid for the most expensive man and 
since it is union practice to insist upon uniform payment for men of equal 
jefficiency performing the same or similar jobs, unionism tends to eliminate 
this type of exploitation. 

In the second type of discrimination, it would be necessary for the „ 
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union to demand a different wage for each level of efficiency in order to 
eliminate all exploitation. Actually the union is more likely to demand a 
|&vage equal to, or greater than, the average wage of the group, in which 
lease a sort of average equilibrium is restored. In effect, this means that 
/the men of above average efficiencies are exploited by the workers of 
/lesser efficiencies who are paid the same wage. However, union rules 
; regulating worker output tend to level out individual production and 
thus make the outputs of all the men conform more closely to the average. 
Even where the union sets the wage rate equal to the average efficiency 
for the group, the profits of the employer will be reduced; for while the 
union will permit variations in efficiency below the average, production 
above average is frowned upon, and as a consequence the employer tends 
to get the losing end of the bargain. 

This review of exploitation theory serves to indicate that unions can 
effectively eliminate most types of such discrimination and thus add to 
labor’s real income at the expense of profits. Proponents of unionism 
therefore have some grounds for their belief that “ labor must organize 
to prevent its exploitation by employers/’ although these advocates have 
not used the word exploitation in its precise scientific sense, or been aware 
of the sophisticated economic analysis upon which a justification of their 
thesis can be based. 

In evaluating the significance of these special situations with regard 
to the efficiency of unions in raising real labor income in the future, it is 
important to distinguish two aspects of unionism: (1) the initial impact 
of union organization; and (2) the effect of continuing wage pressure. 
Generally speaking, exploitation is non-recurring. When a union comes 
into an unorganized plant and eliminates exploitation, labor’s real income 
is augmented at the expense of profits. These gains, however, are the 
fruits of the initial organization, and once the plant has been organized 
and the existing exploitation eliminated, subsequent union wage increases 
are not cushioned by the presence of profits in exploitation. Consequently, 
the wage adjustments are likely to be reflected in price increases with a 
consequent diminution in employment opportunities. 

The Minimum Wage and Wage Differentials 

The theory of exploitation has often been invoked to justify minimum 
wage legislation. However, as the preceding discussion has indicated, 
there is no necessary correlation between substandard wages and the 
existence of exploitation of labor. Society may consider substandard 
wages an evil in themselves, apart from any possibility of exploitation, 
and seek to eradicate them through minimum wage legislation which 
sets a floor under wages at some level deemed essential to minimum health 
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standards. The incidence and possible benefits of such legislation can be 
better understood if the issues are not confused by indiscriminate use of 
the conception of exploitation. 

Federal 37 minimum wage legislation in this country dates from 1938 
when the Fair Labor Standards Act was passed. This Act provided for a 
minimum wage for most employees engaged in interstate commerce or in 
the production of goods for interstate commerce. During the first year 
the Act was operative, the minimum wage was to be not less than 25 cents 
an hour; during the next six years not less than 30 cents, and not less than 
40 cents after the expiration of seven years. The only condition under 
which any industry or portion thereof was permitted to pay less than 40 
cents at the end of seven years was if the Administrator by a preponder¬ 
ance of the evidence adduced found that a separate minimum was neces¬ 
sary to prevent substantial curtailment of employment in the industry. 

The Act provided for industry committees, composed of representa¬ 
tives of the public, employers, and employees who were to recommend 
the highest minimum wage rate (not in excess of 40 cents an hour) which 
would not substantially curtail employment or give a competitive advan¬ 
tage to any group in the industry. These minima were then made effec¬ 
tive through wage orders by the Administrator of the Act. 

World War II brought a substantial rise in wage levels throughout 
the country so that by 1945 when the 40 cent minimum was to become 
general, its impact on wage scales in industry was negligible. In 1945, the 
President proposed that the minimum wage be raised to 65 cents an hour, 
but although a number of bills were introduced amending the minimum 
wage law, no Congressional action occurred until late 1949, when the 
minimum was raised to 75 cents per hour, but the exemptions in the Act 
were broadened so as to remove some low wage industries from its 
coverage. 

One reason given for the slow Congressional action was the fear on the ; 
part of the legislators that raising the minimum wage level would bring 1 
about an upward adjustment of all wage rates and as a consequence a 
further impetus would be added to the post-war inflationary tendencies. 
Another alleged reason was the possibility that the rise in the cost of 
labor would produce unemployment by forcing marginal firms out of 
business and inducing the substitution of machinery for labor. While some 
displacement of labor might occur, it is doubtful whether it would reach 
any substantial proportions as long as business activity continues at a 
high level. It has been estimated that there are between one and a half and 
two million workers in industries covered by the Act who would receive 

• 7 Both state and federal wage legislation are considered in greater detail in 
Chapter 23 below. 
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wage adjustments if the minimum were raised to 75 cents an hour. 88 This 
estimate, however, was based on a proposed extension of the Act's cover¬ 
age, whereas the coverage of the Act was actually narrowed by the 1949 
amendment. 

Minimum Wage Legislation and Employment 

A variety of purposes have motivated minimum wage legislation but 
three objectives 39 have been particularly prominent: 

1. To eliminate that part of poverty which is caused by the existence 
of substandard wage rates which would not afford workers a minimum 
decent standard of living even if employment were continuous. 

2. To eliminate unfair competition based upon substandard w r age 
rates. Southern manufacturers allege that their northern rivals, under 
cloak of this objective, seek to halt the movement of capital from the 
North to South, by taking away the South's advantage in wage rates. 

3. To increase mass purchasing pow r er. 

The success of minimum w’age legislation in alleviating poverty and 
augmenting purchasing powder will depend in large measure upon 
the effect of the wage increase upon employment. In those cases 
where exploitation has been present, imposition of a minimum w r age 
may increase wage rates without affecting prices or curtailing the volume 
of employment. In general, however, the wage increase—if not offset by 
increased business investment or government expenditure—will be re¬ 
flected in a reduction in employment, 40 although the ultimate adjustment 
may not occur until years later when capital wears out and can be invested 
in other industries or more labor-saving machinery. 

A minimum wage law has the effect of making certain classes of labor 
relatively more expensive; at the same time, it raises the marginal costs 
of the firm. Thus, the impact upon employment will be registered through 
two types of adjustment: (1) restriction of output and employment be¬ 
cause of the higher level of costs; and (2) substitution of machinery for 
labor. The incidence of unemployment will fall heaviest upon those work¬ 
ers whose skill, ability, or training is so inadequate that their marginal 
revenue productivity to any particular firm is less than the minimum 
wage. It should be recognized that achievement of the objectives of mini¬ 
mum wage legislation can ordinarily be accomplished only at the cost of 
creating a new class of “unemployables” in our economic system. 

Case studies in which an attempt has been made to isolate the effect 
of the Fair Labor Standards Act of 1938 from other factors in the eco- 

18 Hearings on S. 49, S- 164, etc. (Bills to Amend the Fair Labor Standards Act), 
Eightieth Congress, Second Session, 1948, Pt. I, p. 30. 

99 F. H. Blum, “Marginalism and Economic Policy: A Comment,” American 
Economic Review , 37:645-646 (1947). 

40 G. J. Stigler, “Economics of Minimum Wage Legislation,” American Economic 
Review, 36:361 (1946). 
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nomic scene suggest that the Act had a comparatively minor effect upon 
output, but that there was a significant displacement of labor through in¬ 
troduction of more labor-saving devices. 41 The effect of the Act upon out¬ 
put and prices was of course obscured by the impact of the World War II 
production boom. One factor which helped lessen the displacement of labor 
was the increase in efficiency in firms which had formerly relied upon pay¬ 
ment of low wages as a means of competing with their more efficient 
rivals. The imposition of a minimum wage turned the attention of man¬ 
agement in these relatively inefficient firms to discovering new means of 
reducing costs by saving on overhead, better handling of materials, and 
reduction in waste. The resulting improvement in efficiency reduced costs 
and contributed to an expansion of output and employment. 

At the same time, however, the minimum wage had the effect of 
increasing the productivity of labor. Since labor had become more expen¬ 
sive as a result of the wage increase, employers were motivated to use it 
with more care. There was a marked improvement in training techniques, 
supervision, and in working conditions, so that the productivity of sub¬ 
marginal workers was brought to the level of the higher minimum wage. 
However, an increase in the productivity of labor, unlike an increase in 
the efficiency of the firm achieved through savings on other factors, tends 
to reduce, rather than to increase the employment of labor. If every em¬ 
ployee were to become twice as efficient overnight, the employer could 
obtain the same output with half his former labor force. The effect of the 
minimum wage was to reduce the demand for labor by raising its cost; a 
concomitant increase in the efficiency of labor would tend to counteract 
this increase in cost. 

But even though the employer might now demand more labor, the 
very increase in efficiency itself implies that there is more labor available 
(measured in efficiency units). As a consequence, an increase in efficiency 
of labor—as distinguished from an increase in efficiency of the firm—will 
not serve to eliminate unemployment produced by minimum wage 
legislation. 


The North-South Differential 

Southern manufacturers argue that because of the generally lower pre¬ 
vailing wage rate in the South, the impact upon that section of the new 
75 cent minimum will be more pronounced. Wages have been low in the 
South for a number of reasons. A major factor has been the presence of a 
large body of Negro workers who by reason of discrimination in education 
and job opportunities are compelled to accept a low rate of remuneration 
for their labor. 


41 F. H. Blum, “ Marginalism and Economic Policy: A Comment,” American 
Economic Review, 87:647 (1947), and citations quoted therein, in note 7. 



344 


ECONOMIC THEORY OF LABOR 


Another alleged factor is the lower cost of living in the South. Actu¬ 
ally, the low cost of living is probably more the result than the cause of 
low wages. Moreover, the difference in cost of living between the South 
and other regions is much less than most people believe. For example, the 
total cost budget (including taxes, insurance, food, shelter, clothing, etc.) 
for a family of four persons in June 1947 ranged from $3004, in New 
Orleans, to $3458, in Washington, D. C., the lowest and highest cost 
cities among 34 surveyed by the United States Department of Labor. 42 
When it is remembered that this $400 spread represents the difference 
between the two extremes, it can be seen that the average difference be¬ 
tween cost of living in northern and southern industrial centers is not very 
significant. 

Another factor contributing to the lower wage level in the South is the 
fact that a larger amount of capital is used with each worker iri the North 
than in the South. The supply of labor relative to capital which exists in 
the South should be rectified by a movement of capital into the South and 
an exodus of workers from that region. But because of the comparative 
immobility of both capital and labor, the difference in capital-labor ratios 
tends to persist. One indication of the size of this discrepancy is that the 
average value added by manufacture for the Southeast in 1939 was $1948 
per wage earner as compared with an average for the United States as a 
whole of $3130 per wage earner. 43 The more limited extent of unionization 
in the South compared to the North has also contributed to the persist¬ 
ence of the wage differential. 

Because of the type of industry that predominates in the South, it 
seems likely that the average wage will continue to be somewhat less 
than in other sections. A larger percentage of workers is employed in 
industries that require proportionately fewer skilled workers than is 
true of other sections. Such industries as the manufacture of precision 
tools, machinery, automobiles, watches, airplanes, and others which re¬ 
quire a large proportion of highly skilled workers are not prevalent in the 
South. Rather the bulk of its manufactures consists of fertilizer, chem¬ 
icals, iron and steel, textiles, lumber, stone and clay products, and similar 
industries, primarily preparing raw material for shipment to other sec¬ 
tions of the country where it will be used in the manufacture of finished 
products. 

Furthermore, southern industry is relatively small and more highly 
competit ive than that of the North. Of 26,378 establishments classified 

41 Monthly Labor Review, 86:152 (1948). 

44 J. V. Van Sickle, “Geographical Aspects of a Minimum Wage,” Harvard Business 
Review, 24:289 (1946). Value added by manufacture means the balance remaining 
after cost of raw materials, fuel, power, supplies, and so forth has been deducted from 
value of product. Out of this must come wages, salaries, taxes, capital costs and 
minor expenses. ’ 
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as manufacturing in 15 southern states, 85 per cent employed 50 or fewer 
workers, most of the plants being owned by one entrepreneur or a partner¬ 
ship. 44 In the North, on the other hand, the average establishment is 
larger 46 ; the oligopolistic, highly mechanized durable goods producing in¬ 
dustry is more typical above the Mason-Dixon line than below it. In in¬ 
dustries of the latter type, higher wage costs, by virtue of semimonopo- 
listic control of the market, can be passed on to the consumer in the form 
of higher prices. Southern manufacture, however, faced by a highly com¬ 
petitive market and an unfavorable freight rate structure finds it less easy 
to adapt to high wage rates. 

As a consequence of these factors, a wage differential has persisted 
between South and North for many years. World War I, New Deal 
measures, unionization, and various economic adjustments have brought 
few permanent alterations in South-North wage ratios for lumber, furni¬ 
ture, building construction, or full-fashioned hosiery, although the Fair 
Labor Standards Act did narrow the differential in a few industries such as 
seamless hosiery and perhaps fertilizer. 46 At the date of enactment of the 
Fair Labor Standards Act in 1938, a substantial North-South differential 
existed. For example, in July 1939, the average entrance rate for common 
labor in northern and western sections of the country was 55!^ cents an 
hour, about 20 cents per hour higher than the average of 35 cents prevail¬ 
ing in the South and Southwest. Rates of less than 25 cents per hour were 
paid in industries located in the South and Southwest to about 43 per cent 
of the unskilled workers in lumber, to 27 per cent in brick, tile, and terra 
cotta, to 17 per cent in fertilizer, whereas in the North and West, very few 
common laborers were paid less than 25 cents an hour. 47 

Yet, despite this marked differential, prognostications that the 1938 
law would produce widespread unemployment in the South failed to 
materialize. Undoubtedly the stimulus of war production was an ex¬ 
tenuating factor, but southern industry in recent years has also made 
great strides in mechanization and more efficient production which have 
enabled it to bear a higher level of wage rates. Moreover, because of the 
recent influx of new capital into the South, southern plants are actually 
newer and more modern than their northern counterparts in such indus¬ 
tries as furniture, hosiery, cotton textiles, pulp and paper, and rubber. 
Furthermore, census data show that the electric energy used per man-hour 

44 Joint Hearings before the Committee on Education and Labor , U. S. Senate and 
Committee on Labor, House of Representatives, Seventy-Fifth Congress, First 
Session, Pt. II, p. 768. Many of them, too, are in small towns or communities where 
wages are typically lower. 

46 Sise however does not necessarily imply the presence of oligopoly. 

44 R. A. Lester, “Trends in Southern Wage Differentials since 1890,” Southern 
Economic Journal, 11:338 (1945). 

47 Labor Information Bulletin , 6:12 (1939). 
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in southern manufacturing has generally measured well above the average 
for the northern and north central states. 48 

The Problem of the Regional Differential 

The request of southern manufacturers for regional differential was 
made again after World War II when amendments to the Act were being 
considered. Although such a differential was not granted directly, the 
coverage of the Act was restricted so that mainly southern industry would 
benefit. The 1938 Act specifically stated that no exceptions were to be 
made solely on the basis of regional differences. However, the Administra¬ 
tor could authorize minimum rates set as low as 30 cents an hour even 
after the 40-cent rate had gone into effect if it could be shown that the 
40-cent minimum would cause substantial curtailment of employment in 
a particular industry. Since the new minimum was voted by Congress 
within the administrative machinery of the present Act, the possibility 
exists that southern industry can get more special treatment if a showing 
is made that this is necessary to prevent substantial curtailment of 
employment. 

Is the South entitled to such an exception? The argument has been 
advanced that imposition of a uniform minimum wage on South and 
North alike would slow down the rate of southern industrialization. In¬ 
deed, it has been suggested that northern manufacturers desire a high 
minimum for the South as a form of internal protective tariff to halt the 
migration of capital to the South 49 and export of goods to the North. 
However, recent investigations indicate that the wage differential has 
not been as important a factor in interregional migration of industry as 
might at first have been suspected. Within the South, employment in 
manufacturing has expanded no more rapidly in the low-wage sections 
than in the higher wage sections. 60 Indeed, the greatest rate of expansion 
has occurred in the relatively high-wage state of North Carolina. 61 Capital 
has been attracted to the South because of climatic advantages, tractable 
labor supply, low taxes, access to cheap power, and raw material. Pre¬ 
sumably these attractions would still induce capital to move even if wage 
rates were higher. 

A somewhat similar argument stresses the fact that variation in wage 
rates is the means by which a free labor market brings about an adjust- 

48 R. A. Lester, “Southern Wage Differentials: Developments, Analysis and 
Implications,” Southern Economic Journal , 13:390 (1947). 

49 See, for example, J. V. Van Sickle, “Geographical Aspects of a Minimum Wage,” 

Harvard Business Review , 24:289 (1946). ' 

*°R. A. Lester, “Southern Wage Differentials: Developments, Analysis and 
Implications,” Southern Economic Journal, 13:387 (1947). 

51 R. A. Lester, “Trends in Southern Wage Differentials since 1890,” Southern 
Economic Journal, 11:338 (1945). 
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ment between areas of relative surplus and areas of relative scarcity of 
labor. Thus, if there is a surplus of labor in small towns, and in the South 
generally, wage rates will be lower in those areas compared to the cities 
of the North. Consequently, an inducement is afforded to capital to seek 
out the areas of surplus population. Not only is such a relocation of cap¬ 
ital socially desirable, but also the regional dispersion of industry is of 
strategic importance to our national defense. 62 Imposition of a uniform 
minimum wage, it is contended, will concentrate unemployment precisely 
in those areas where the need for job opportunities is greatest and will 
impede the migration of capital. While there is considerable force to this 
argument, again the rebuttal lies in the fact that it overemphasizes the 
importance of wage differentials in the location of new industry. 

On the whole, the argument for a regional differential is less compelling 
today than it was at the time of enactment of the Fair Labor Standards 
Act. The recent war has left the South with a much more highly trained 
labor force than it had previously. Recent studies have indicated that a 
large section of southern labor spread over a variety of industries is equal 
in efficiency to northern labor employed by the same companies or in the 
same industries. 63 Many large companies having plants in various sections 
of the country now follow the policy of paying uniform wages in all their 
plants. If the tendency toward industry-wide bargaining by unions con¬ 
tinues, uniformity in rates will become increasingly prevalent. In view of 
the fact that wage differentials in labor-market areas within the South 
actually exceed the true South-North differential in most industries, 64 
there would seem to be little justification for a differential minimum wage 
based solely upon regional considerations. 

52 J. V. Van Sickle, “Geographical Aspects of a Minimum Wage,” Harvard Business 
Review , 24:283 (1946). C 

68 R. A. Lester, “Effectiveness of Factory Labor: South-North Comparisons,” 
Journal of Political Economy, 54:73 (1946). See also Temporary National Economic 
Committee Monograph No. 5, Industrial Wage Rates , Labor Costs and Price Policies 
(Washington, 1940), p. 57. 

64 R. A. Lester, “Southern Wage Differentials: Developments, Analysis and 
Implications,” Southern Economic Journal , 13:394 (1947). 
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Unemployment: Definition and Classification 


One of the principal defects of the capitalistic system as it has devel¬ 
oped in the United States, and in other countries of the world as well, has 
been its inability continuously to maintain full employment of men and 
resources. An understanding of many current labor issues necessitates 
some examination of the nature and causes of unemployment in the Amer¬ 
ican economy. Unemployment is one of our most pressing social and 
economic problems, a problem which we failed to solve during the thirties 
despite a wide variety of panaceas ranging from “pump-priming” to 
“induced scarcity.” Maintenance of full employment has now taken on 
additional political significance, since a high level of production and em¬ 
ployment in this country is essential to the economic reconstruction of 
Europe and to the preservation of world peace. 

We shall hear much about alleged cures for unemployment in the com¬ 
ing years. Guaranteed annual wages, improved public employment offices, 
planned technological change, shortening of the hours of w r ork, double 
budgets for government—all of these and other programs have as their 
objective the elimination or alleviation of unemployment. Such programs, 
coupled with intelligent governmental fiscal policy, undoubtedly can do 
much to reduce the incidence of unemployment; yet it is important to 
realize at the outset that, within the framework of a capitalistic system, 
there are limits to the extent to which employment can be stabilized. 

Irregularity of employment is, in a sense, one of the costs which a 
system of free enterprise exacts in return for the privileges which it be¬ 
stows. Thus, the American worker has greater liberty than a worker any¬ 
where in the world to shift his place of employment in order to better his 
economic welfare. This is no empty gift—on the contrary, it is a privilege 
of which the American worker has availed himself in a striking fashion. 
In April 1947, almost 4 out of every 100 employees in manufacturing 
industries voluntarily quit their jobs, presumably because better oppor¬ 
tunities were available elsewhere. In September 1945, the abnormal de¬ 
mand for labor generated by the war production program produced a quit 
rate of almost 7 per 100 employees. 1 

This freedom of movement, this unrestricted privilege to change jobs 
and employers freely without permission from a government board, is 

1 Monthly Labor Review, 65 :108 (1947). 

849 
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the most prized gift of a free labor market. But this same freedom of the 
employee to move is balanced by the freedom of the employer to hire and 
fire, with the result that the individual employee is subjected to the vicis¬ 
situdes of his current employer’s business fortunes. Similarly, the lack of 
a central planning board integrating the production and employment 
policies of various firms and industries means that in certain industries 
there may be a temporary surplus of labor due to seasonal and other 
changes in demand, while there are, at the same time, shortages of labor 
in other areas. Likewise, the uncoordinated investment policies of thou¬ 
sands of independent employers produce a flow of investment which pro¬ 
ceeds by fits and starts, with concomitant fluctuations in employment and 
income, thus giving rise to the familiar pattern of fluctuations known as 
the business cycle. 

Unions and Economic Stability 

Unionism represents a reaction on the part of the laboring class to the 
hardship produced by the unrestricted working of the free labor market. 
Undue emphasis upon the wage policies of trade unions has tended to 
obscure the fact that one of the fundamental reasons for the growth of 
organizations among the working population has been the need felt by 
the worker for some organization, bigger and stronger than himself, which 
could afford him security against unwanted change. Capitalism, it has 
been said, gives a promise of security which it has proved incapable of 
fulfilling. John Doe gets a job at the X steel mill. He is told that if he works 
hard he may be promoted some day to foreman—“Look at the president! 
He worked his way to the top!” John Doe buys a home which the capital¬ 
istic system enables him to do out of his high wages. He buys radios, an 
automobile, a refrigerator, and other goods on credit. Then depression 
strikes and he finds himself unemployed. 

The fear of such insecurity—of living always at the whim of the fore¬ 
man or boss—explains why unions have been able to entrench themselves 
even in paternalistic firms which have paid high wages and given their 
employees many pecuniary advantages. 

Can unions, through their own policies and in cooperation with man¬ 
agement, increase and stabilize employment? This avenue of approach 
to the problem of stability deserves the attention of both business and 
labor alike; for the alternative—increasing regulation and planning by 
government bureaucracy—may ultimately spell the end of private enter¬ 
prise and the liberties which it confers. 

We have already examined some effects of union rules and regulations 
which attempt to diminish unemployment resulting from technological 
change. In this and the following three chapters, we shall be concerned 
primarily with the relationship between wage levels and employment. 
Are high wages the road to full employment? What are the consequences 
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of wage increases in the individual firm, in the industry, in the economy 
as a whole? These and related problems will be the subject of our atten¬ 
tion in the following chapters. In Chapter 22 we shall consider the 
effectiveness of shortening the workweek as a device to reduce unemploy¬ 
ment. Before considering these interrelationships, however, we shall first 
have to make clear what is meant by the term “ unemployment.” 

Need for Unemployment Statistics 

A variety of social groups are interested in ascertaining the volume 
of unemployment. Both the AFL and the CIO maintain statistical series 
on unemployment and the problem is also under constant study by 
various business-sponsored or independent research organizations. The 
New Deal spawned a host of governmental agencies which have become 
a permanent part of our social fabric and which require employment 
statistics in order to make plans for their operation. Such, for example, 
are the agencies concerned with social security, unemployment insurance, 
public works, and relief programs. These agencies, it will be noted, are 
largely designed to deal with the problem when unemployment has 
already become a grim reality. But in recent years there has been increas¬ 
ing interest in the role which government can play in combating unem¬ 
ployment in its inception. This approach is exemplified in the establish¬ 
ment of a Council of Economic Advisers whose function is to advise the 
President on economic matters, to make annual studies of the outlook for 
employment and production, and to report to the President on the 
possibility of integrating government investment and expenditure pro¬ 
grams so as to achieve the maximum employment in connection with the 
efforts of private business. 

The fact-finding endeavors of the President’s Council of Economic 
Advisers, as well as of other groups and students interested in the labor 
problem, are handicapped at the outset by the difficulty in adequately 
defining the phenomenon of unemployment. Logically, there are two 
distinct problems involved: one of definition, the second of measurement. 
But for practical reasons, as will become apparent in the following dis¬ 
cussion, the necessities of measurement have wielded controlling influence 
on choice of definition. 

What Unemployment Is Not 

'Unemployment is, in a sense, the negative aspect of the economic 
process; instead of producing the customary stream of goods and services, 
the economic machine has somehow, through a defect of its internal 
mechanism, gone into reverse and produced not goods and opportunities 
for creative work, but waste and idleness. The fact that unemployment 
is a negative phenomenon, however, should not suggest the conclusion 
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that it is simply the converse of employment. The problem of definition 
and measurement is more complex than that. It will serve to focus 
attention upon the crucial criteria in the measurement and delimiting of 
unemployment if we first consider what unemployment is not: 

1. Unemployment is not idleness. The man who sells apples on the 
street corner when his plant shuts down is unemployed, but he is not idle. 
Conversely, the retired postman, the employee on vacation, the habitual 
tramp are all members—for the time being at least—of the leisure class, 
but they do not consider themselves unemployed. 

2. Unemployment is not the opposite of employment. The auto¬ 
mobile worker who is laid off and takes a job as a house-to-house can¬ 
vasser may consider himself unemployed, though he is working. Similarly, 
for certain purposes it may be proper to consider skilled workers who are 
forced to take unskilled jobs as a result of a technological change, as 
victims of technological unemployment. Some writers have called this 
stopgap employment “disguised unemployment.” 2 In our economy, the 
relative ease with which an unemployed person can become an inde¬ 
pendent entrepreneur on a small scale—even if he only sells shoe laces 
on a street corner—tends to obscure the line between employment and 
unemployment. As a consequence of disguised unemployment, the full 
effect of a revival in investment will not be reflected in employment 
statistics, since many workers simply shift from such inferior occupations 
to better paid jobs, with no change in their employment status, although 
their productivity, of course, is increased by the shift. Disguised unem¬ 
ployment, therefore, is a factor to be borne in mind in any appraisal of 
unemployment statistics; but because of the practical difficulties involved, 
unemployment estimates do not ordinarily take account of this phe¬ 
nomenon in their calculations. 

3. Unemployment is not the difference between the theoretical 
(potential) total supply of labor, including all marginal groups, and the 
number of persons actually employed. If this definition w r ere used, unem¬ 
ployment in the United States would hardly ever be below 12 or 13 
million. 8 The experience of the war years indicated that in times of 
extreme labor shortage, high wages will call into the labor market many 
persons who do not ordinarily consider themselves part of the labor force. 
Thus in World War II, 75-year-old men came out of retirement to work 
as messengers for Western Union, while married women left their kitchens 
to fashion bombers in west coast aircraft plants. Although such persons 
might be considered part of the labor force for purposes of drawing up a 

* J. Robinson, Essays in the Theory of Employment (New York, The Macmillan 
Company, 1937), p. 84. 

* W. Woytinsky, 14 Controversial Aspects of Unemployment Estimates in the 
United States,” Review of Economic Statistics 23:68 (1941). 
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war mobilization program, they should not ordinarily be considered in 
estimating the seriousness of the problem of unemployment in a peace¬ 
time economy; for with the return of normal times, these emergency addi¬ 
tions to the labor force usually return to the kitchen and the park bench 
and do not constitute a labor force which requires our attention. 

The potential presence of these groups in the labor market, however, 
calls attention to one of the most perplexing problems in the measurement 
of unemployment; for there is a wide variety of such fringe groups which 
are either on the verge of entering or leaving the labor market, and their 
inclusion or exclusion from the labor force will materially alter the sta¬ 
tistical conclusions of any survey. Thus, for example, there are approxi¬ 
mately two million new workers who enter gainful pursuits each year. 4 5 
Consequently, at the time that any count is made of unemployment there 
will be several hundred thousand persons in their teens who have never 
held jobs, who may not yet have actively engaged in seeking work, but 
who nevertheless would be part of the normal increment to the labor 
force. A similar problem is posed by marginal workers of low efficiency 
who can secure employment only in good times; college students who 
work in the summer to pay their way through school; seasonal laborers 
who may be in and out of the labor market several times within one year 6 ; 
and women who have left their employment for childbearing, but who 
might return to work if an attractive opportunity presented itself. 

Definition of Unemployment 

What then is unemployment? Obviously one definition cannot be 
adequate for all purposes. Thus one economic theorist has defined unem¬ 
ployment as follows: “Men are involuntarily unemployed if, in the event 
of a small rise in the price of wage goods relatively to the money-wage, 
both the aggregate supply of labor willing to work for the current money- 
wage and the aggregate demand for it at that wage would be greater 
than the existing volume of employment.” 6 Such a definition, while useful 
for a theoretical inquiry into the interrelations of wages, employment, 
and income, would be of little value to the Social Security Board. Since 
unemployment is a practical problem in which many governmental and 
private agencies are interested, it is convenient to define unemployment 
in such a manner as to simplify the problem of statistical measurement, 

4 W. Woytinsky, “Controversial Aspects of Unemployment Estimates in the 
United States,” Review of Economic Statistics 23:68 (1941). 

5 Seasonal workers are frequently drawn from the “reserve” rather than the 
regular labor force. For example, in 1944, when unemployment averaged a record 
low of only 840,000, agricultural employment nevertheless had a net seasonal upswing 
of 3 million between January and July. See Monthly Labor Review , 64:6 (1947). 

6 J. M. Keynes, The General Theory of Employment , Interest and Money (New 
York, Hareourt, Brace and Company, 1936), p. 15. 
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yet at the same time to provide a figure which includes those groups whose 
status is of most concern to various social agencies. 

Unemployment, therefore, may be defined as involuntary idleness on 
the part of those who have lost their latest jobs, are able to work, and 
are looking for work. To this group should be added the new additions to 
the labor market—the persons who are seeking work, although they 
never have been previously employed, and also those persons employed 
on public emergency projects. The fact that this is more nearly a cate¬ 
gorization than a definition should not be a source of embarrassment. 
As a matter of fact, since various agencies and persons will be interested 
in different aspects of the unemployment problem, it is more useful to 
break down employment and unemployment figures into classes, than 
to lump them together under one wide but nebulous definition. 

The Census Bureau Classification of the Labor Force 

Table 20 indicates the classification adopted by the 1940 Census. 
This breakdown, while affording one of the most complete pictures of the 
employment situation, is nevertheless inadequate in certain respects. 
Seasonal workers who were neither working nor seeking work at the time 
of the Census were not included in the labor force. Part-time workers 
are not definitively treated. Thus, for example, women with part-time 
jobs may be reported as engaged in own homework, rather than being 
part of the labor force. The definition adopted by the Census Bureau 
excludes all those who are willing to work, but are unable to get work 
because of physical, mental, or moral lack of capacity. It may be argued 
that many of these persons are not unemployed, but rather unemployable. 
Undoubtedly this is so in large measure. Even in good times there is a 
hard core of unemployment composed of misfits who cannot fit in the 
niches of the competitive labor market. But social mores change, and the 
concept of unemployability undergoes constant revision in the light of 
medical advances and a changing conception of industrial relations. 
World War II, for example, taught employers that there was a definite 
place for the blind, the maimed, and the crippled in industry; and ex¬ 
perience has showed that their accident record is better than that of 
individuals having their full capacity. 7 Hence one may question the 
propriety of excluding these persons from the labor force. In spite of all 
omissions and complexities, the Census breakdown gives an illuminating 
picture of the extent of unemployment in the United States. 

7 The Bureau of Labor Statistics estimates that there are about 5 to 7 million 
impaired workers who could be placed in industrial occupations. A study conducted 
by the Bureau, based on comparative performance records of 6500 unimpaired 
workers and 4000 impaired workers (placed in jobs where their impairment did not 
handicap them), indicated that the impaired were as efficient, had the same absen¬ 
teeism rate, and had only two-thirds the number of disabling injuries. Monthly Labor 
Review, 63:919 ff. (1946). 
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Table 20 

Employment Status of the Population of the United States, 1940* 
Employment Status 

Total population (all ages). 

Persons 14 and over. 

In labor force. 

Employed (except on public emergency work) 

At work. 

With a job, but not at work. 

On public emergency work. 

Seeking work. 

Experienced workers. 

New workers. 

Not in labor force. 

Engaged in own homework. 

In school. 

Unable to work. 

In institutions. 

Others and not reported. 

* Source: Sixteenth Census of the United States, 1940, vol. Ill, The Labor Force, Pt. I, p. 3. 

Types of Unemployment 

The economist customarily classifies unemployment in terms of the 
various types which are most commonly manifested in the economy. The 
particular categories distinguished by the classification are, of course, 
arbitrary. To some extent they obscure some of the basic theoretical 
controversies which prevail as to the causes of unemployment. Thus, for 
example, technological unemplotjment —the displacement of labor attribut¬ 
able to mechanization and use of improved production methods—is fre¬ 
quently distinguished from cyclical unemployment —the unemployment 
associated with the rise and fall of business activity over the cycle. Such 
a distinction might be considered unwarranted and misleading by those 
cycle theorists who hold that technological development is a primary 
cause of the aberrations in investment which give rise to the business 
cycle. 8 On the other hand, from the point of view of the trade union 
official, the dichotomy, though arbitrary, may nevertheless prove useful. 
The trade union may be able to reduce technological unemployment by 
an agreement with the employer to introduce new machinery gradually, 
whereas the same union may be powerless to stabilize employment in the 
face of a cyclical decline in demand. Similarly for the economist, the 
government official, and particularly for the student beginning the study 
of this field, classification of the types of unemployment performs a 

g Professor Joseph A. Schumpeter is perhaps the best-known exponent of this view. 
See his Business Cycles , 2 vol. (New York, McGraw-Hill Book Company, 1939). 


Total 

Per Cent 
of Total 

131,669,275 


101,102,924 

100 

52,789,499 

52.2 

45,166,083 

44.7 

44,045,137 

43.6 

1,120,946 

1.1 

2,529,606 

2.5 

5,093,810 

5.0 

4,326,469 

4.3 

767,341 

0.8 

48,313,425 

47.8 

28,931,869 

28.6 

9,013,342 

8.9 

5,268,727 

5.2 

1,176,993 

1.2 

3,922,494 

3.9 



















356 


ECONOMIC THEOKY OF LABOR 


useful function in introducing a measure of order into a somewhat chaotic 
subject. 

Therefore, in the following discussion we shall adopt the usual classifi¬ 
cations of unemployment. These classifications have grown up largely as 
a means of indicating that the various types of unemployment to some 
extent represent differing and distinct causes of aberration in the eco¬ 
nomic system. However it is clear that the various subdivisions of unem¬ 
ployment which we shall suggest are not mutually exclusive. Moreover, 
the fact that the “ types of unemployment ” which the economist adopts 
for conceptual clarification may not have counterparts in reality is some¬ 
times overlooked by research investigators. One investigator, for example, 
found from a survey that 4 per cent of total unemployment was techno¬ 
logical. 9 This result was obtained by asking the displaced worker what 
the reason was for his loss of job, and by classifying his unemployment 
according to his answer. Such a procedure leads to obvious error; for the 
forces that influence any given economic event are typically manifold 
and diverse; and to take the opinion of the average worker with regard 
to the complex forces which may be responsible for his discharge is to 
expect from him an analysis which even experienced economists have 
been unable to produce. 

Suppose worker John Doe has been laid off at the mine. He does not 
understand why he has been laid off, but the foreman may have told 
him: “Now that things are slack, and we have those new machines, we 
just don’t need as much help.” Is John Doe a victim of technological 
unemployment? This is possible, but it is more than likely that other 
influences were also at work. In what stage of the business cycle did the 
layoff occur? If this were 1933, should we call it cyclical, and not techno¬ 
logical unemployment, or is there any difference? What season of the 
year is it? Investigation may indicate that layoffs are typical in the off 
season even in good times. Has the general trend in employment and 
production been up or down in industry? Coal has been a sick industry 
for a number of years due to the competition of other fuels. Is John Doe’s 
loss of work simply part of this long-run underlying trend in the industry? 
And then, of course, it would be pertinent to inquire how high are wage 
levels, how they compare with surrounding firms and comparable indus¬ 
tries. In bituminous coal, wage disbursements represent 72 per cent of 
total costs at the mine. 10 Obviously a large wage increase secured by a 
strong union might so cut into profits as to make employers anxious to 
save expensive labor in every possible fashion. The difficulties suggested 
by this brief example afford a useful introduction to the study of various 
types of unemployment. 

9 W, I. Kang, “The Relative Volume of Technological Unemployment,” Journal 
of American Statistical Association , Proceedings , 28:39 (1933). 

10 Statistical Abstract of the United States for 1942 (Washington, 1943), p. 721. 
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Seasonal Unemployment 

Seasonal unemployment is due to variations in business during the 
year caused by climatic or other seasonal changes in supply and by chang¬ 
ing seasonal demands reflecting custom, habit, and style factors. On the 
supply side seasonal variations result in a fluctuating flow of materials 
or seasonal alteration in production techniques. Agriculture, for example, 
reflects the direct influence of the weather and therefore is peculiarly 
susceptible to seasonal variation in output and employment. Moreover, 
the various industries which process agricultural products are likewise 
subject to seasonal fluctuation in employment due to the availability or 
non-availability of the raw material upon which their operation depends. 
On the demand side, seasonal variations are particularly marked in those 
industries which produce unstandardized consumption goods with rel¬ 
atively elastic demands. The Easter bonnet and the Christmas card are 
two illustrations of commodities in the demand for which seasonality 
plays a dominant role. To a lesser extent, seasonal variations attributable 
to either supply or demand conditions characterize the manufacture of 
agricultural equipment and the fertilizer, construction, and mining 
industries. 

The seasonal variation in employment in particular industries takes 
on such a definite pattern that it can be forecast with considerable exacti¬ 
tude. Statistical techniques have been developed to eliminate its influence 
from data of employment, production, and sales so as to permit analysis of 
the statistics free from distortion produced by seasonal variation. Within 
any larger state or area—if industry is diversified—opposite seasonal vari¬ 
ations tend to counteract one another, so that net seasonal fluctuations 
in total employment may be relatively small in consequence. 11 For the 
country as a whole such a balancing will always occur, but because of the 
distance involved and the insufficient mobility of labor, a substantial 
amount of seasonal unemployment may remain. One investigator esti¬ 
mates that the “ excess’’ labor supply attributable to seasonal factors is 
roughly 3 per cent for manufacturing industry, 15 per cent for construc¬ 
tion and 5 per cent for total trade. 12 

In agriculture, the problem of seasonal unemployment is even more 
acute. The seasonality of the pattern of demand for labor has given rise 
to a migratory labor force, moving from one area to another, following 
the cycle of the crops. These people, generally in the very low income 
brackets, 13 unable to form fixed associations or community ties, present 

11 See, for example, V. Boothe and S. Arnold, Seasonality of Employment in Ohio 
(Columbus, Ohio State University Bureau of Business Research, 1944), p. 7. 

11 S. Kuznets, Seasonal Variations in Industry and Trade (New York, National 
Bureau of Economic Research, 1933), p. 353. 

11 The earnings of migrant agricultural laborers are very low despite the fact 
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a serious political and sociological problem with which no relief agency 
has been able to cope. 

Secular Trends in Employment 

In statistical practice, after the effect of seasonal variation has been 
eliminated from a set of figures, it is customary to remove the influence 
attributable to “secular trend.” Secular trends are long-term trends, as 
distinguished from cyclical movements. Secular trends in employment 
within an industry are due to the influence of technological change, popu¬ 
lation growth, and competition from other industries. Perhaps these 
trends are also due to some fundamental “law” in the development of 
an industry. For example, the typical development of an industry might 
be represented by a logistic curve—that is, production and employment 
rise first at an increasing rate, then at a decreasing rate, finally reach a 
maximum as demand becomes stabilized, and eventually decline. 

Secular trends are at work not only in particular industries, but also 
in the economy as a whole, and perhaps also in the world at large. Thus 
changes in gold supply, wars, disease, and population shift, will all affect 
employment trends. According to one theory, there are “long waves” in 
economic development, reflecting such underlying causes and averaging 
in the neighborhood of 50 years in duration. 14 If the low point of a long 
wave happens to coincide with the low point of a business cycle, then a 
very serious and deep depression will result, with a corresponding severe 
reduction in the volume of employment. Technological innovation is un¬ 
doubtedly a major factor in determining the rate of economic activity 
over long periods. Thus, the high employment of the latter part of the 
nineteenth century was attributed to railroad development; the automo¬ 
bile was held responsible for the employment opportunities of the 1920’s. 

Let us ignore, for the moment, the influence of these dynamic techno¬ 
logical changes, and consider whether long-run unemployment is possible. 
We have seen in Chapter 11 that the classical theory of marginal produc¬ 
tivity equilibrium assumed a tendency to full employment in the long 
run. Trade unions, it was argued, by setting artificially high wage rates, 
may produce an equilibrium short of full employment; this unemploy¬ 
ment is due to the rigidity of wage rates rather than to any inherent 
incapacity in the economic system to attain a high level of employment. 
Recent theoretical discussions, however, have cast some doubt on this 
explanation and its implication that full employment could be achieved 

that whole families customarily work together in the fields. A study of cotton pickers 
in Arizona in 1937 revealed average annual earnings of $393. See N. Anderson, Men 
on the Move (Chicago, University of Chicago Press, 1940), p. 287. 

14 N. Kondratrieff, “The Long Waves in Economic Life,” Review of Economic 
SkUisticSf 172105—115 (1935); A. Hansen, Fiscal Policy and Business Cycles (New 
York, W. W. Norton and Company, 1940), p. 30. 
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if only the unions could be induced to accept wage reductions. A new 
theory suggests that an economy may become mature in the sense that 
investment opportunities become more difficult to find. Emphasis is laid 
on the fact that we can no longer rely upon an expanding frontier and an 
expanding population—two factors which, it is contended, were primarily 
responsible for the great growth of investment in our economy. 16 New 
invention and intensive development will therefore have to supply the 
bulk of investment opportunities in the future. A deficiency of invest¬ 
ment opportunities, reflecting the maturity of the economy, would ma¬ 
terialize regardless of the presence of various rigidities, but unfavorable 
cost-price relations, union wages, rigidities, and monopolistic restraints 
add to the difficulty of achieving and maintaining a high level of invest¬ 
ment and full employment of the available labor force. Should such 
a contingency develop, these theorists advocate large-scale govern¬ 
ment deficit expenditure to fill the gap left by the deficiency in private 
investment. 

Whether there is a tendency toward * * maturity ” and long-run under¬ 
employment in our modem economic society is a debatable question. 
Every age has had its prophets who have made similar dire prognostica¬ 
tions that progress had come to an end; yet every century has witnessed 
new inventions, new comforts, and higher levels of employment and in¬ 
come. Nevertheless, it is true that large-scale continuing unemployment 
is a comparatively recent phenomenon in American economic history. 
From 1897 to 1918, unemployment in the United States averaged only 
about 10 per cent, whereas from 1919 to 1938 it averaged 15 per cent. 16 

Cyclical Unemployment 

The outstanding source of unemployment in our modern economy is 
the recurrent fluctuation in business which has been called the business 
cycle. While the business cycle has characterized American industrial 
development, almost since its inception, mass unemployment of a cyclical 
nature is a comparatively recent problem. Prior to 1929, the number of 
unemployed in industry did not exceed 5 million per annum. 17 Yet, in 
1933, it is estimated that approximately 16 million workers were unem¬ 
ployed. 18 The magnitude of this figure can better be appreciated if it is 
realized that the effect is the same as if every single person living today in 

w A. Hansen, Fiscal Policy and Business Cycles (New York, W. W. Norton and 
Company, 1940), p. 352. 

1# C. Daugherty, Labor Problems in American Industry , rev. ed. (New York, 
Houghton Mifflin Company, 1941), p. 64. 

17 Economic Almanac for 1946-47 (New York, National Industrial Conference 
Board, 1946), p. 269. 

19 H. A. Millis and R. E. Montgomery, Labor's Risks and Social Insurance (New 
York, McGraw-Hill Book Company, 1938), p. 19. 
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the five largest cities of the country were suddenly to become idle. Indeed, 
the figure of 16 million understates the tragedy of unemployment, for 
another 25 million persons were directly or indirectly dependent upon 
these unemployed. 

The causes of this type of unemployment will be explored in greater 
detail in Chapter 16. Any satisfactory theory of trade cycles must ex¬ 
plain certain definite characteristics of the employment and production 
pattern which customarily develop in boom and depression. Thus, for 
example, it is well established that the durable goods producing industries 
experience much more extreme variations in output and employment 
than those producing non-durable goods. Employment in durable goods 
industries declined from 4,090,000 in 1929 to 2,215,000 in 1933; while 
in non-durable goods industries, the decline was from 4,278,900 to 3,575,- 
000. 19 Whereas the boot and shoe industry in March, 1933, was doing 
about 88 per cent of its normal business (based on the 1920-29 aver¬ 
age), cement mills operated at only 35 per cent and building contractors 
at about 11 per cent. 20 Thus it appears that the longer the product lasts, 
the shorter is likely to be the employment of the average worker in the 
industry producing it. The construction industry, as can be seen from 
the statistics above, is particularly hard hit during depression, the reason 
being that investment in homes or business plants is the type of expendi¬ 
ture which can be easily postponed when income falls. 21 

The burden of cyclical unemployment is not spread evenly. Some in¬ 
dustries fare reasonably well, while others are subjected to extreme fluc¬ 
tuations in demand. Likewise the sacrifice is not evenly distributed among 
different types of workers. On the whole, time lost is greatest among the 
low-paid unskilled workers, the very ones who can least afford it. Minor¬ 
ity groups find that discrimination increases with the length of the lines 
at the employment agencies. During the depression of 1938, a survey in 
Philadelphia revealed that one out of every two Negro workers was unem¬ 
ployed, while only one out of every four white workers was experiencing 
complete unemployment. 22 The incidence of unemployment increases 
with extremes in age—the older men, in the absence of seniority plans, are 

19 C. Gill, Wasted Manpower (New York, W. W. Norton and Company, 1939), 
p. 37. 

20 C. Roos, NRA Economic Planning , Cowles Commission Monograph No. 2 
(Bloomington, Indiana, The Principia Press, 1937), p. 113. 

21 Fluctuation of employment in the building industry is further aggravated by 
the fact that construction has a definite cycle of its own, reflecting factors which are 
peculiar to that industry. The coincidence of a slump in building with a business 
depression sends construction unemployment to appalling heights. See C. D. Long, Jr., 
Building Cycles and the Theory of Investment (Princeton, Princeton University Press, 
1940). 

22 R. A. Lester, Economics of Labor (New York, The Macmillan Company, 1941), 
p. 378. 
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usually the first to be laid off; and the young men coming out of school 
find that the door to employment is closed. 

Cyclical unemployment exacts a tragic toll in wasted skills, broken 
homes, warped lives, and ruined health. In money terms, the loss to the 
economy is staggering. The idleness of the decade of the thirties, for exam¬ 
ple, was responsible for the loss of an estimated 200 billion dollars of 
income. 23 The loss in terms of healthy citizens is even more serious. It 
has been estimated that in the United States in 1932, the health of one- 
fifth of the children of the nation had been impaired as. a direct result of 
the depression. 24 To this must be added juvenile delinquency, loss of 
skills, and loss of self-respect—ravages of cyclical unemployment which 
are not easily erased with the return of prosperity. 

Technological Unemployment 

Technological unemployment is that displacement of labor by machin¬ 
ery and improved methods of production which is attributable to ad¬ 
vances of the arts and sciences or to improvements in the technique of 
management. This definition does not make technological unemployment 
synonymous with all kinds of displacement of labor by machinery. For 
example, suppose that a minimum wage is imposed on an industry, doub¬ 
ling the wage rates which it has to pay. Employers would now find it 
profitable to introduce machines already known and in use in other indus¬ 
tries but which hitherto had not been profitable to utilize in this particular 
industry operating at a low wage rate. Some labor will be displaced by the 
introduction of the machines, but it would be misleading to attribute 
this to technological change. The unemployment in this case is attribut¬ 
able to the rise in the price of labor and would have occurred even in a 
stationary state where technological progress was absent. Thus for the 
purpose of precise analytical reasoning, it is important to distinguish 
“substitution” unemployment from “technological” unemployment. In 
actual practice, however, it is usually impossible to separate the two, so 
that any figures for technological unemployment are likely to contain a 
substantial amount of substitution unemployment as well. 

The effects of technological unemployment are far flung and diffuse; 
they are to be traced far beyond the displacement of particular workers 
by a new machine. When the continuous automatic strip mills were in¬ 
troduced in the steel industry, whole communities were rendered dead 
and inactive overnight. 26 Tradespeople, professional workers, school 

** 8. Harris, Postwar Economic Problems (New York, McGraw-Hill Book Com¬ 
pany, 1943), p. 15. 

24 Encyclopaedia of the Social Sciences (New York, The Macmillan Company, 
1935), vol. XV. p. 148. 

n H. Ruttenberg, “The Big Morgue,” Survey Graphic, 28:266-269 (1939); “85,000 
Victims of Progress,” New Republic , 94:37-38 (1938). 
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teachers—all alike were smitten by the insidious disease which had sapped 
the lifeblood of what had formerly been a thriving steel town. Techno¬ 
logical unemployment is often the forerunner of cataclysmic social 
changes. The general introduction of the mechanical cotton picker within 
the next decade is expected to revolutionize southern agriculture and in¬ 
cidentally to produce a mass exodus of Negroes to the northern industrial 
centers . 26 Commercial application of atomic power would open up vast 
new possibilities of substituting mechanical means for human labor with 
unforseeable consequences upon our social and industrial structure. 

Can labor-saving machinery produce permanent technological unem¬ 
ployment? The answer to this question will depend upon whether we are 
considering a particular industry or the economy as a whole. In a particu¬ 
lar industry, the effect of a labor-saving machine upon employment will 
depend upon the elasticity of demand for the product, the rate of intro¬ 
duction of the machine, the labor-saving capacity of the machine, and 
the extent to which the skills of the old workers are still useful under the 
new method of production. If the demand for the product is highly 
elastic, it is possible that sales at the lower level of prices made possible 
by the labor-saving machinery will be sufficiently great to reabsorb all 
the labor displaced by the new machinery. The extent to which this is 
accomplished will depend upon how many workers were displaced by the 
machinery and by the rapidity of introduction of the machinery. Even 
if a new machine is highly labor-saving, it is possible that a strong union 
may be able to retard the rate of its introduction so that the rate of dis¬ 
placement is equal to the normal attrition rate in the industry—i.e., the 
number of men displaced will be equal to the number of workers who 
would normally leave the industry because of old age, death, sickness, etc. 
Finally the incidence of the new machine will depend in part upon its 
effect on the usefulness of skills of the old workers. For example, when the 
linotype was first introduced, employers tried to use stenographers to 
run the linotype machines, but they soon discovered that the training and 
skill of the printer made him a more efficient operator of the machine. 
Consequently, even non-union shops found it advantageous to develop 
machine operators from the ranks of hand compositors . 27 By contrast, 
introduction of the Owens automatic machine and the feed and flow de¬ 
vice in the glass bottle industry enabled employers to replace highly 
skilled blowers with unskilled workmen . 28 

Whether labor-saving machinery can produce permanent technolog- 


See Eliot Pratt, “Machine Age in Dixie,” Common Sense , 14:13-15 (1945). 

17 S. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), p. 247. 

*® S. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), pp. 249-251. 
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ical unemployment in the economy as a whole has long been the subject 
of controversy in the literature. As we shall see in Chapter 18, the effect 
of a labor-saving invention is to raise the marginal product of capital 
relative to labor and thus reduce the relative share of labor in the national 
income. Some writers have seized on this possibility to argue that a decline 
in the relative share of labor in the national income will mean a shift of 
income from those classes which save little to those which save more, with 
the result that total and effective demands will be diminished, a deflation¬ 
ary influence will be exerted on the consumption goods industries, and the 
equilibrium level of employment will therefore be reduced. 29 This con¬ 
clusion, however, rests on an erroneous major premise and is not borne 
out by historical evidence. While most inventions are labor saving, there 
has been no long-run trend toward reduced share for labor in the national 
income. 30 The effect of a labor-saving invention in reducing the relative 
share of labor in the national income is only temporary. Since the inven¬ 
tion also increases the marginal productivity of capital, and therefore the 
expectation of profits, investment will increase and thereby raise the 
marginal productivity of labor and the level of employment. 

Effects of Labor-Saving Improvements 

The reaction of employment in the economy as a whole to the intro¬ 
duction of labor-saving improvements in a particular industry or indus¬ 
tries can be illustrated by a simplified model. Assume that an improved 
machine reduces the cost of automobile production by 10 per cent. Assume 
further that at the former level of output, 10 per cent of the work force 
could be displaced by the new machine. 31 We may then examine the 
behavior of employment in four possible situations. 

1. Prices of automobiles are reduced 10 per cent and the demand 
curve has an elasticity of unity. 

In this circumstance, the expenditure upon automobiles by the public 
will remain constant, but the number of automobiles manufactured will 

19 J. Robinson, Essays in the Theory of Employment (New York, The Macmillan 
Company, 1937), p. 135. 

,0 For the period 1887 to 1938, it is estimated that the share of national income 
distributed as employee compensation has risen from somewhat below 60 per cent 
of aggregate payments in the last quarter of the nineteenth century to well above it 
in the 1920’s and 1930’s. See S. Kuznets, National Income , A Summary of Findings 
(New York, National Bureau of Economic Research, 1946), p. 49-50. 

91 In the ordinary case the percentage displacement of labor will differ from the 
percentage saving in cost. If an invention is highly labor-saving and if labor costs 
are only a small percentage of total costs, the percentage displacement of labor will 
usually exceed the percentage reduction in total costs. The assumption made in the 
text that percentages correspond is adopted merely to achieve greater symmetry in 
the exposition. Such correspondence would be possible where the invention, though 
labor saving, also reduces material (and other) costs, so that the percentage reduction 
in total costs roughly parallels the percentage saving in labor. 
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increase by 10 per cent. Employment will remain approximately un¬ 
changed, the displacement effect being offset by the increase in produc¬ 
tion. Manufacturers of automobiles will cover their costs, even though 
they are now selling a larger volume at the same total price, because their 
costs have been lowered by the technical advance. 

2. Prices of automobiles are reduced 10 per cent and the demand curve 
has an elasticity greater than unity. 

In this case, expenditures upon automobiles will increase, which means 
that output will increase more than proportionately to the reduction in 
price. Hence new employment opportunities will open up in the automo¬ 
bile industry. Since consumers are spending more of their total incomes 
on automobiles, they will have less to spend on other products. However, 
the increased production of automobiles will induce manufacturers to 
increase orders for many types of raw materials and accessory products. 
Therefore the reduction in employment in other areas probably will be 
less than the increase in employment in the automobile industry, so that 
total employment will increase. Since some of the expansion in the auto¬ 
mobile industry will be accomplished through increased borrowing, aggre¬ 
gate demand will rise along with real output, and consumers may find 
that they still are able to buy their accustomed volume of other products, 
despite their increased expenditure upon automobiles. 

3. Prices of automobiles are reduced 10 per cent and the demand curve 
has an elasticity less than unity. 

This circumstance is the one which is most difficult for labor. Since 
consumers will now spend a smaller total amount on automobiles, there 
will be some displacement of labor in this industry. Assuming no com¬ 
pensatory governmental payments to the displaced workers, their income 
will be cut off so that a deflationary effect will be produced on total 
demand. On the other hand, by reason of the decline in auto prices, con¬ 
sumers will have disposable income with which they can purchase more of 
other products. Output and employment will therefore tend to increase 
in other industries. Thus, it is conceivable that all displaced labor from 
the automobile industry will be absorbed in other parts of the economy. 
This possibility assumes: (a) that consumers generally increase their 
purchases of other commodities by the full amount of their reduced ex¬ 
penditures on automobiles; (b) that labor displaced in the auto industry 
is able and willing to seek employment in other areas. 

Each of these assumptions is subject to obvious objections. Consumers 
may prefer to hoard in a sock the money saved by reason of the automo¬ 
bile price reductions. Even if they put the funds in a savings bank to be 
invested, there will be some lag during which a deflationary influence will 
be exercised upon the economy. 

Equally suspect is assumption (b) that labor is mobile. Adam Smith 
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once said that man is, of all sorts of luggage, the most difficult to trans¬ 
port. Workers are understandably reluctant to leave their homes, com¬ 
munities, and circle of friends to seek new jobs elsewhere when machines 
deprive them of their means of livelihood. Thus to a certain extent, some 
technological unemployment is voluntary—in the sense that it might be 
eliminated if workers were willing to move to other areas. One may well 
ask, however, why workers should bear this cost of change when the tech¬ 
nological improvement benefits the whole community. Moreover, in many 
cases, the effect of the technological innovation is to render it difficult 
for the displaced worker to find work elsewhere. This would be the case 
where invention eliminates the usefulness of a highly specialized skill, 
with the result that a technician, formerly highly paid, can be reabsorbed 
in industry only as a common laborer. Mobility of labor requires a willing¬ 
ness not only to move to other areas, but also to accept work at a lower 
wage rate. 

4. Prices of automobiles are not reduced at all and profits rise 10 per 
cent. 

In this case, again, the first effect is that workers displaced in the 
automobile industry are deprived of their incomes. What they cannot 
spend may be spent by the entrepreneurs whose profits are increased. At 
best, employment in other industries will remain unchanged. (Note that 
since in this case there is no reduction in consumer expenditure on auto¬ 
mobiles, there is no tendency to increased output and employment in 
other industries as in example 3.) If there is hoarding by entrepreneurs 
out of profits, unemployment attributable to this source will be added 
to the technological unemployment in the automobile industry. The addi¬ 
tional unemployment so produced is attributable to the holding of idle 
balances and should be distinguished from technological unemployment 
per se. Entrepreneurs will not ordinarily prefer to hold idle balances 
rather than invest them at a profit unless something has happened to 
diminish profit expectations. The normal result of technological progress 
is to raise, not to lower, entrepreneurial expectations of profit. If the 
augmented margin of profit produced by the labor-saving machine in¬ 
duces additional investment, the new employment associated therewith 
will tend to offset the technological unemployment produced by the intro¬ 
duction of the machinery. 

In actual practice, prices will rarely fall by the full amount of the re¬ 
duction in cost effected by a technological innovation; nor are prices 
maintained at their former level without any downward adjustment. 
However, the fact that real wages in the United States doubled from 1840 
to 1910 32 —a period characterized by trusts and monopolies on the one 

M A. Hansen, “Factors Affecting the Trend in Real Wages,” American Economic 
Review , 15:32 ( 1925 ). 
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hand and a relatively unorganized labor market on the other—indicates 
that the recipients of profits have not been the only ones to benefit from 
technological change. Nevertheless it is desirable that at least temporarily 
profits should be increased by technological change. If employers were 
compelled to lower prices or to increase wages by the full amount of the 
saving in cost produced by a technological change, there would be no 
inducement afforded them to make further investments in machinery of 
increased efficiency. 

The full effect of labor-saving machinery upon employment cannot be 
understood unless such improvements are viewed as part of a dynamic 
technological environment which is essential to new investment. Produc¬ 
tion of labor-saving machinery is itself a major form of new investment, 
and it is new investment which is the driving force in our economy, creat¬ 
ing new employment opportunities and raising the plane of living. Thus 
any attempt to reduce displacement of labor by restricting the tempo of 
technological change is self-defeating. Such a plan would have to retard 
the introduction of labor-saving machinery; the more successful the plan 
were in achieving this objective, the greater would be the diminution in 
the volume of new investment and in the job opportunities associated 
with it. 

Casual Unemployment 

Casual unemployment is attributable to more or less haphazard fluctu¬ 
ations in the amount of work to be done in certain industries or trades. 
The classical example of casual unemployment has been the work of the 
longshoremen who load and unload ocean freighters. 33 Ship arrivals are 
irregularly spaced, yet it is necessary to have a full crew available to un¬ 
load when a ship comes into port. Hence a large number of men are com¬ 
pelled to “hang around” on off days, waiting for work to come in. The 
opportunities for favoritism by foremen which this situation afforded led 
to the introduction of the union hiring hall for longshoremen and other 
occupations facing similar problems. 

Casual unemployment, as the term is usually used, refers to the tern-, 
porary part-time unemployment which is usually a reflection of conditions 
peculiar to a given industry. Union organization, however, may produce 
a form of “wage distortion unemployment” 34 which bears a very close 
resemblance to casual unemployment. 

A strong union may force up wage rates in a particular industry to so 
high a level that sales of the product are inhibited and unemployment is 
produced. Nevertheless, workers attracted by the high hourly wage rate 

**A. Meyers, Elements of Modern Economics (New York, Prentice-Hall, 1938), 

p. 321. 

u The term is used by Professor Sumner H. Slichter in The Challenge of Industrial 
Relations (Ithaca, Cornell University Press, 1947), p. 76. 
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may be unwilling to leave the industry, with the result that a large body 
of workers may be able to work only part of the year. If the wages are 
sufficiently high, a worker will remain attached to an occupation even 
though he is able to pick up only 150 to 175 days of work a year rather 
than shift to another occupation or industry where at a lower wage rate 
he might secure 275 days’ work a year. 36 Examples of this type of unem¬ 
ployment were found in the needle trades before the war. 

Frictional Unemployment 

Frictional unemployment is attributable to time lost in changing jobs, 
lather than to a lack of job opportunities. Frictional unemployment, de¬ 
fined broadly enough, could encompass almost all types of unemploy¬ 
ment, since the cyclical unemployed, the seasonal worker, and the victim 
of declining demand in a particular industry must all take time to find 
new jobs. Frictional unemployment, however, can be distinguished as 
that type which would not be significantly reduced by a general increase 
in demand. Even during the war period, when unemployment of other 
types was practically non-existent, frictional unemployment persisted; 
the shifting of labor from areas of relative surplus to areas of relative 
scarcity cannot be accomplished without a lapse of time. The line between 
casual unemployment and frictional unemployment is likewise not very 
clear, although the former is generally applied to workers who are unem¬ 
ployed part of the time, but have not changed their occupation or place 
of work, whereas frictional unemployment commonly involves a change 
in one or both of these conditions. 

Frictional unemployment is a reflection of freedom of movement in 
the labor market coupled with some degree of immobility. John Doe quits 
his job to go out to work in Detroit, but it will be several weeks at the 
earliest before he can move the long distance involved and obtain a posi¬ 
tion in his new location. Such friction exists even with regard to changes 
of jobs within a given city, or state. Public employment exchanges tend 
to reduce time lost by giving better publicity to job openings. Unions may 
also perform the same function. In the building industry, for example, 
where jobs are intermittent, the existence of a strong union ready to sup¬ 
ply skilled workers wherever and whenever needed has tended to reduce 
the amount of time which would otherwise be lost in shifting from one 
job to another. The union serves as a central clearinghouse for jobs and 
probably operates more efficiently in this respect than if workers and 
employers had to rely on employment exchanges. 

The volume of frictional unemployment in a large country such as the 
United States is substantial. It has been estimated that if every employed 

n S. H. Slichter, The Challenge of Industrial Relations (Ithaca, Cornell University 
Press, 1947), p. 76. 
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worker changed his job once a year and averaged only one week in the 
process of transfer, annual unemployment from this source would average 
about 2 per cent of the labor force or about 1,200,000 men. 86 The actual 
volume of frictional unemployment has been estimated by the Bureau of 
Labor Statistics to average about 2 to 2^ million persons annually. 87 Un¬ 
employment smaller than this amount is regarded as “ overemployment.” 

Summary 

The high level of employment which prevailed during World War II 
and in the immediate postwar years tended to obscure the fact that this 
country never adequately solved the unemployment problem which had 
plagued it in the thirties. In the 9 years preceding the outbreak of 
World War II, an average of 17 per cent of the total labor force was 
unemployed. 38 As late as 1939, close to 9 million workers were unable to 
find jobs in industry. 39 Had it not been for large government expenditures 
for armaments and for rehabilitation of Europe under the Marshall Plan, 
it is possible that significant unemployment would have reappeared by 
1948. 

The problem of unemployment therefore is still with us, even though 
abnormal government expenditures have temporarily thrust it in the 
background. In this situation analysis of the effect of wage policies upon 
employment becomes of especial interest. Do wage increases tend to 
produce unemployment? What wage policy would be most effective to 
achieve recovery in business and employment if we should have another 
depression? These and related problems concerning the volume of em¬ 
ployment will be the subject of our consideration in the following chapters. 


38 Monthly Labor Review, 04:4 (1947). 

87 Monthly Labor Review, 64:1 (1947). 

88 Statistics derived from The Economic Almanac for 1946-47 (New York, National 
Industrial Conference Board, 1946), p. 268. 

89 The Economic Almanac for 1946-47 (New York, National Industrial Conference 
Board, 1946), p. 268. 
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Wage Changes and Employment 


Assume that a general wage increase occurs throughout the nation. 
What will be its effect upon employment? There are, in brief, three 
approaches to the problem. 

The first is the traditional approach of value theory. 1 One observes 
the reaction of the individual firm to the arbitrary increase in costs; one 
then assumes that these consequences are additive so that the economy 
as a whole would undergo, on a larger scale, the same process of adjust¬ 
ment as that which occurs in the individual firm. 

The second approach represents a more recent trend in economic 
thinking. 2 Problems involving wage-price-employment relationships are 
studied through examination of the basic forces which control the level 
of saving, investment, and aggregate output. While the first approach 
assumes that the demand curve for total output is independent of the 
supply curve (cost curve), the second approach departs from the analogy 
of the individual firm, and inquires into the possibility that general 
changes in the volume of payments to cost factors will affect total 
demand. 

The third approach combines these two techniques. On the one hand, 
it recognizes that broad wage movements may affect the over-all rate of 
savings and investment; it stresses that while these variables can be 
ignored in individual firm analysis, they are of extreme importance in 
determining the reaction of employment in the economy as a whole. On 
the other hand, this approach recognizes that while there are such broad 
movements, wage adjustments are never truly general in the sense that 
all firms are affected simultaneously by uniform increases in labor costs. 
Non-union firms, for example, may be faced by problems of adjustment 
quite different from those of union firms. This approach attempts, there¬ 
fore, to temper the general with the particular, by taking account of the 
heterogeneity of conditions in individual firms in addition to over-all 
changes in savings and investment, in appraising the effect of the wage 
increase. 

In the following pages, we shall examine the relationship of wage 
rates and employment from these three points of view. Because the 

1 Representative of this technique is J. R. Hicks, Theory of Wages (London, Mac¬ 
millan and Company, 1932). 

* Progenitor of this technique was J. M. Keynes, The General Theory of Employment, 
Interest, and Money (New York, Harcourt, Brace and Company, 1936). 
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growing strength of union organization has afforded new significance to 
the problem of a rising money wage level, the presentation has been 
phrased, on the whole, in terms of increases, rather than decreases, in 
wage rates. The principles derived, however, and the mode of analysis 
discussed, are applicable as well to wage reductions. 

Before these three approaches to the problem of wage-employment 
relationships are examined, the reader is reminded that there is no 
automatic or direct relation between wage changes and employment 
changes in a dynamic economy. For example, a rise in wage rates may 
not even raise labor costs if the wage increase occurs at the same time 
as technological progress raises the productivity of labor. Furthermore, 
as has been pointed out in detail in Chapter 12, union rules and regu¬ 
lations may to a considerable extent insulate employment in organized 
firms from the effects of changing wage rates. As a consequence, in the 
flux of the actual labor market, wage changes make their influence felt 
upon the volume of employment only in the form of a tendency—and a 
tendency which may take many years to work itself out. 

In this chapter, however, for the purpose of sharpening the difference 
in conclusions of the three approaches to the problem of wage-employment 
relationships, we shall assume that a closer and more predictable relation 
exists between wage changes and employment than is true of the actual 
labor market. For example, we shall assume, for the sake of argument, 
that all firms are paying workers their exact marginal revenue products. 
We shall also abstract technological change so that the effect of reductions 
in unit labor cost attributable to increasing productivity can be ignored. 
Under these restrictive assumptions, a rise in wage rates in the individual 
firm would induce a curtailment of output and employment. But would 
this result necessarily follow if wage rates were raised simultaneously 
throughout the economy? Analysis of such general wage adjustments 
under the assumptions enumerated will reveal that the conclusions of 
marginal productivity theory derived from study of an individual firm 
cannot be applied without qualification to general wage changes extending 
over the whole economy. 

The assumptions made will clarify the important difference between 
the effect of a wage change in a single firm and of a general wage adjust¬ 
ment. The conclusions of the following discussion must, however, be re¬ 
phrased in terms of general tendencies in order to have valid application 
to the actual labor market. 

Individual Firm Analysis 

Short-run Equilibrium 

Assume that without any change in the demand for labor, a general 
increase occurs in the level of wage rates throughout the economy, either 
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because of government decree or union action. How will individual firms 
react to this change in labor cost? Orthodox economics assumes that the 
consequences of the wage adjustment are additive so that the economy 
as a whole will undergo on a broader scale the same process of adjustment 
as occurs in the individual firm. And in the individual firm faced by a rise 
in wage rates, orthodox economics maintains that, with few exceptions, 15 
unemployment will result. This conclusion is derived from application 
of the marginal productivity theory. 

The marginal productivity theory assumes that the demand curve for 
labor approximates the marginal productivity curve of labor and can be 
represented by a negatively inclined arc. It will assume this form because 
the marginal productivity of labor varies inversely with the amount of 
labor employed. Therefore, if each entrepreneur acts rationally, he will 
add labor only up to the point where the last additional laborer adds just 
enough revenue to compensate for the wage he receives. The lower the 
wage, the larger will be the size of the work force employed, since the 
employer can afford to keep on the payroll workers whose marginal con¬ 
tribution to the firm’s revenues is comparatively small. When wage costs 
rise, however, he will be compelled to lay off these men in order to achieve 
a new equilibrium at which the marginal productivity of the least valuable 
man employed will be sufficiently great to equal the new higher wage 
level. Whether the employer is a monopolistic or a pure competitor, (i.e., 
whether he is faced by a sloping or a horizontal product demand curve), 
when wage rates rise, he will find that labor costs more than it is contribut¬ 
ing to his revenues, and he will therefore be induced to economize in its 
use. 

In the case of the individual firm, & given rise in wage costs will pro¬ 
duce a smaller volume of unemployment, the steeper the slope of the 
product demand curve. When a firm has a demand curve which is per¬ 
fectly inelastic over the relevant stretch, a wage increase may produce no 
restriction of output and employment at all, since the entire effect of the 
rise in costs may be passed on to the consumer in the form of higher prices. 
By contrast, in a purely competitive firm, the first impact of the higher 
costs will be reflected entirely in a curtailment of output and employment 
with no change in price. Finally, in a firm faced by a sloping demand 
curve, part of the rise in costs will be diverted into a rise in prices. This 
does not mean, however, that a rise in costs in pure competition will not 
affect prices. Prices will rise as a result of the increase in wage rates, but 
the rise in market price will come about not through price adjustments 
initiated by individual firms, but rather through the reduction in indi¬ 
vidual outputs. 

Even in the short run, however, the amount of displacement of labor 


* The exceptions are considered below, pp. 372-374. 
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will be greater than is indicated by the slope of the demand curve for the 
product. A perfectly inelastic demand curve in the market for the product 
does not necessarily signify that the demand curve for labor will be 
equally inelastic. Even though the output of the firm remains unchanged, 
the employer may still be able to substitute cheaper factors for the more 
expensive labor. For example, in some industries, employers have sought 
to economize in the use of labor by resort to the “stretchout,” i.e., a 
worker who had formerly tended only one machine would be required to 
operate two, at the same rate of pay. Through this device, a smaller labor 
force can be used more intensively. Some workers can be displaced with 
little or no change in output. 

In the long run, of course, possibilities for substitution are much more 
extensive. When capital becomes fluid, it may be reinvested in machinery 
which is more labor saving; therefore, the full effect of a current wage 
increase upon employment in the individual firm may not really be felt for 
many years, until it becomes necessary for the firm to replace machinery. 

The possibility of substituting capital, or other factors, for labor is 
frequently overlooked by economists in dealing with “freak” situations 
in which wage increases supposedly will have no effect upon employment. 
Some of these situations have already been examined in the chapter on 
exploitation. A common example is that of the firm whose product de¬ 
mand curve is characterized by “steps” due to customary “price lines” 
in the marketing of retail goods. Thus, the demand curve for dresses, as 
seen by the manufacturer or retailer, might, simply connect points at 
$8.95, $7.95, and $6.95, with no price-quantity relationship indicated in 
the intervals. If the marginal cost curve happens to cross the marginal 
revenue curve in one of these discontinuous intervals, then a rise in the 
cost curve will produce no change in output. 

Another circumstance which may produce a discontinuity in the 
demand curve is the presence of a few sellers in an industry. Such a situa¬ 
tion is known as “oligopoly,” and the demand curve of an oligopolist will 
frequently be characterized by a “kink” at the prevailing price. 4 Since 
there are only a few sellers in the industry, each will consider the effect 
of his price policies upon the price policies of his rivals. Above the prevail¬ 
ing price, the oligopolist's demand curve will approach the horizontal. 
This is simply the geometric expression of the oligopolist's expectation 
that a price increase by him will result in a very great loss of sales because 
competitors may not follow suit in raising prices. Below the prevailing 
price, the demand curve will approach the vertical, indicating that a 
price reduction by the one firm will result in a sharp loss of revenue, since 
it may induce retaliatory price cuts by competitors, and thus inaugurate 

4 P. M. Sweezy, “Demand Under Conditions of Oligopoly/’ Journal of Political 
Economy , 47:569 (1939). 
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a costly price war. If the marginal cost curve cuts the marginal revenue 
curve in a discontinuous section produced by this kink in the demand 
curve, a rise in wage costs will not produce any change in output. But the 
fact that, in such situations, output or price may not vary in responses 
to a wage increase does not necessarily mean that the wage adjustment 
will be absorbed without any displacement of labor. Since labor has be¬ 
come more expensive, management will undoubtedly attempt to econo¬ 
mize in its use even though output remains unchanged. 



UNITS OF LABOR 

Fig. 12. Effect of uniform minimum wage. 


Another such unusual situation which has caught the fancy of econo¬ 
mists is that in which an employer is faced by a rising supply curve of 
labor, e.g., skilled craftsmen. The employer will hire that amount of labor 
at which the marginal cost of labor is equated to its marginal revenue 
productivity. If, under these circumstances, a union should organize a 
plant, it is possible that the union will be able to raise the wage rate with¬ 
out producing any displacement of labor. (See Fig. 12.) 

In Fig. 12, units of labor hired by the employer are measured along 
the X-axis, while the wage rate is indicated along the Y-axis. Assume that 
RS represents the marginal revenue productivity curve of labor, FG the 
marginal cost curve of labor to the employer, and FH the average cost 
curve of labor. This situation may exist where the employer is in a monop- 
sonistic position. For example, he may be the one big buyer of labor in 
the area, but, because he is utilizing a limited pool of relatively scarce 
skills, he finds that if he wishes to hire more workers he can do so only at 
a higher wage, and this wage must then be paid to all his other workers 
of similar skills. Under such conditions, the employer will hire OA units 
of labor, paying the wage OP equal to the average cost of labor. If now a 
union enters, and sets a uniform minimum wage equal to OQ, the marginal 
revenue productivity for the number of men employed in the exploited 
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position, there will be no incentive to hire a different number of workers, 
while the employees will gain the difference in higher wages. Thus, the 
employer, because of union intervention, has been deprived of a large 
volume of monopsony profits. If he has been a marginal producer, the 
existence of monopsony profits may have been necessary to his survival, 
and hence the loss of such profits due to an increase in wages could pro¬ 
duce the withdrawal of the firm from the industry. 

If the union is primarily interested in maximizing employment, the 
maximum increase in employment will be achieved by setting a uniform 
minimum wage equal to OM. Employment will then increase by the 
amount AL, though, for reasons indicated above, this increase may be 
only temporary, since the producer may be induced to withdraw from the 
industry. 


Long-run Equilibrium 

The extent to which wage increases will produce unemployment in 
the individual firm in the long run can be summarized in the form of four 
laws: 6 

If wages are raised, the resulting unemployment will be smaller in 
amount: 

1. The less elastic the demand for the product. 

2. The smaller the substitutability of labor in the process of produc¬ 
tion. 

3. The smaller the proportion which labor costs form of total costs. 

4. The less elastic the supply schedules of the complementary factors. 6 

These “laws” are applicable in both the short run and the long run, 

but it is only in the long run that factors 2 and 4 come into full operation. 
In essence, these two tendencies reduce to the degree of fluidity of capital. 
It is machinery that is ordinarily the complement of labor, as well as its 
most important substitute. In the long run, capital not only can be sub¬ 
stituted for labor (factor 2), but also it may be removed to other indus¬ 
tries, or the supply may be altered (factor 4). 

At any moment of time, employers, if they have acted rationally, will 
have pushed their use of labor and capital to the point where they have 
reached a margin of indifference, i.e., it is immaterial to them w r hether 
they utilize a unit of capital or a unit of labor at the margin. From this 
it follows that if the price of labor rises, employers will find two actions 
profitable: (a) to substitute capital for labor by introducing labor-saving 


6 These are adapted from Marshall’s famous Laws of Derived Demand. See 
A. Marshall, Principles of Economics (London, Macmillan and Company, 1930), p. 384. 

* The fourth condition is subject to qualification when the elasticity of substitution 
is equal to the elasticity of demand for the product. See J. Robinson, Economics of 
Imperfect Competition (London, Macmillan and Company, 1933), pp. 261-262. 
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machinery; (b) to shift from less capitalistic to more capitalistic indus¬ 
tries, i.e., to industries where the ratio of labor to capital is smaller. Be¬ 
cause of these possibilities, the long-run elasticity of demand for labor 
will be substantially greater than the short-run elasticity. As a conse¬ 
quence, the full effect of wage increases upon the volume of employment 
can be observed only in the long run. 

That increases in the price of labor will induce substitution of capital 
for the more expensive factor is implicit in the marginal productivity 
doctrine. In this way, wage increases may become a significant stimulus 
in a dynamic economy. The circumstances under which this is most likely 
to occur will be examined in considerable detail in Chapter 19. Suffice it 
to say at this point that wage increases are a two-bladed sword. On the 
one hand, they motivate management to substitute machinery in order 
to reduce labor costs. Since purchase of labor-saving machinery is a form 
of investment, moderate wage pressure may perform a useful purpose in 
providing an incentive to management to expand expenditures upon 
machinery and thus to increase the volume of employment in the ma¬ 
chine-making industries and in the economy generally. If, however, w^ge 
rates rise so rapidly as to diminish substantially the prospect of profit, 
even the process of substitution may be discouraged. This situation would 
not mean that labor dislocation would be minimized; for the deterrent 
afforded to investment by large arbitrary wage increases will have a 
depressing effect upon employment and output generally, so that the ulti¬ 
mate repercussion upon employment may be more unfavorable than if 
substitution had been stimulated. 

Shifts from Less Capitalistic to More Capitalistic Industries 

Other things being equal, a rise in labor costs will reduce profits more 
in industries using a large proportion of labor than in industries using a 
relatively small proportion. As a consequence, as capital wears out in the 
less capitalistic industries, some entrepreneurs will decide that it would 
be more profitable not to replace it, but rather to shift their investment 
to more capitalistic industries where the margin of profit is greater. 

It has been suggested that a rise in wage rates may increase monopo¬ 
listic tendencies in the economy because it encourages a shift of invest¬ 
ment funds from the little mechanized plants which are generally highly 
competitive to the highly mechanized plants which are usually larger 
and semimonopolistic. 7 Any transfer of funds to a more capitalistic in¬ 
dustry may result in permanent unemployment because of the high degree 
of mechanization of the latter industry. But should that industry be 
monopolistic in addition, the permanent unemployment would be even 

7 C. Daugherty in “Round Table on Wage Policies,” American Economic Review, 
28:155-456 (1938 supplement). 
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greater, since output restriction is probably practiced more in monopo¬ 
listic industries. 

Underlying the entire conception of shifts to more capitalistic indus¬ 
tries as a result of a wage increase, are two assumptions which are seldom 
mentioned. The first is that the interest rate does not rise; for if this 
should happen, to that extent the shift is made less profitable; and if the 
interest rate rises sufficiently, the shift may not occur at all. 8 Entrepre¬ 
neurs must consider the interest rate in determining the cost and relative 
advantage of long-term investment. The longer the useful life of the 
machinery involved, the more important the interest rate becomes in de¬ 
termining the profitability of its purchase. For short-lived machinery on 
the other hand, the price of the machine is more important than the 
interest rate since funds will not be tied up for so long a period in making 
this type of equipment purchase. While a rise in wage rates will make it 
more profitable to invest in labor-saving machinery, a concomitant rise 
in interest costs will make entrepreneurs reluctant to tie up funds in such 
long-term investments. 

,The second assumption is that the elasticity of demand for labor is 
not less than unity. How, it may be asked, is this related to the problem 
of shifts between industries? The elasticity of demand for labor describes 
the proportionate change in the quantity of labor employed which will 
accompany a given proportionate change in the wage of labor. If the 
elasticity of demand for labor is less than unity, an increase in the wage 
of labor will not bring about a proportionate reduction in the quantity 
of labor employed. As a result, the total sum expended for labor by the 
individual firm will increase. If the elasticity of demand for labor in most 
firms is inelastic (less than unity), a rise in the wage rates may set forces 
into motion which will make a shift to more capitalistic industries 
unprofitable. 

In the first place, a rise in the size of the wage bill will increase the 
needs of employers for cash to meet wage disbursements. The consequent 
increased drain of cash from the banks may lead them to restrict borrow¬ 
ing and therefore produce a rise in the rate of interest. A rise in interest 
rates, as we have seen, decreases the desirability of a shift. 

In the second place, the increased volume of funds in the hands of 
wage earners may be reflected in an increase in the demand for consumers 
goods. There is some evidence to indicate that wages constitute a much 
larger proportion of manufacturing costs in consumers goods industries 
than they do in capital goods industries. 9 For example, the ratio of labor 

8 The possibility of a rise in the interest rate will be considered in detail in a 
subsequent section of this chapter. 

®See C. Roos, “Economic Theory of the Shorter Work Week,” Econometrica , 
3:31 (1935). 
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costs to capital costs is much greater in the manufacture of men’s clothing 
than in the steel industry. The result is that in those very industries in 
which wage costs have risen most (because of the high proportion of labor 
costs to total costs), demand and prices will also be rising; whereas in the 
capital goods industries, costs will have risen less, but at least until the 
derived demand from the consumers goods industries filters through, 
profit expectations may not be as high as in the non-durable consumers 
goods industries. 

A general rule can be formulated which will explain entrepreneurial 
reactions in all possible situations of the elasticity of demand for labor: 

If wage rates are increased, other things remaining equal (i.e., interest 
rate, etc.), a shift to more capitalistic industries will occur if the elasticity 
of demand for labor is equal to or more than unity. If the elasticity of 
demand for labor is less than unity, the shift to more capitalistic industries 
will occur only if the rise in prices of the product of consumer goods in¬ 
dustries is insufficient to offset the rise in labor costs in those industries. 

This rule is of importance to the economist because it indicates that, 
under conditions of inelastic demand for labor, there will be not only less 
short-run unemployment (by definition), but also less long-run unemploy¬ 
ment because of the check the higher wage bill affords to the tendency of 
employers to shift to more capitalistic industries. 

Wage Changes and Employment in the Economy 

Orthodox value theory, as we have seen in the preceding section, 
offers a very pessimistic conclusion as to the ultimate outcome of a rise 
in wage rates. It reduces to the proposition that an increase in the money 
wage of labor will curtail the volume of employment by an amount suffi¬ 
cient to raise the marginal productivity of labor to a level of equivalence 
with the new higher rate of wages. This conclusion rests on the tacit 
assumption that aggregate demand remains unchanged. This assumption 
may be perfectly legitimate when the wage-employment adjustment is 
viewed within the confines of the individual firm, but proponents of the 
second approach (the “ aggregative” theory) criticize it as reducing the 
argument to an ignoraiio elenchi when applied to the economy as a whole. 10 

The Aggregative View of Wage Changes 

The problem, as viewed by the “aggregative” school of thought, is 
briefly this: while no one would wish to deny that an increase in wage 
rates accompanied by the same aggregative effective demand as before 
will be associated with a decrease in employment, the precise question at 
issue is whether the increase in money wages will or will not be accom- 

10 J. M. Keynes, The General Theory of Employment , Interest , and Money (New 
York, Harcourt, Brace and Company, 1936), p. 259. 
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panied by the same effective demand as before. 11 In order to determine 
whether effective demand will be altered or will remain constant, we must 
look to the effect of a wage increase upon the basic determinants of the 
level of investment and output. 

The argument runs as follows: a stable economy may be defined as 
one in which the level of income and employment is maintained from 
period to period, that is, where neither tends to contract or expand. In 
order to maintain the flow of income through the productive process, the 
amount of expenditure upon new investment must be equal to the 
amount which people are prepared to save out of their incomes. 

Suppose that national income is 100 billion dollars, and that 80 billion 
of it is derived from the production of consumers goods, while 20 billion 
is derived from production of capital goods. Assume further that consum¬ 
ers are prepared to spend annually 80 billion of their 100 billion income on 
consumers goods and to save the remainder. Then, in order to maintain 
national income at 100 billion in succeeding periods, entrepreneurs must 
be prepared to expend 20 billion dollars annually upon new investment. 
If a change in interest rates or in profit expectations makes new invest¬ 
ment more (or less) attractive so that the amount of capital expenditure 
diverges from the amount which people are prepared to save, there will 
be a tendency for income to expand (or contract). For example, an, in¬ 
crease in investment expenditure by business without any change in the 
amount income recipients are intending to save will increase aggregate 
demand, employment, and income. 

Similarly, with a stable volume of investment expenditure of 20 billion 
dollars annually, a change in the propensity of the community to con¬ 
sume, reflected in an alteration in the proportion of income which people 
are prepared to save, will induce an expansion or contraction in total 
income. The propensity to consume is a concept which plays a major role 
in the methodology of the aggregate school. The propensity to consume 
is the relationship between income and expenditure on consumption out 
of income, while the marginal propensity to consume may be defined as 
the relationship between an increment of income and expenditure upon 
consumption out of this increment. If the community were to spend every 
extra dollar of income it receives, the marginal propensity to consume 
would be equal to unity. On the other hand, if part of the additional incre¬ 
ment were saved and part spent, the marginal propensity to consume would 
be less than one. The marginal propensity to consume is normally less 
than unity; therefore, as real incomes increase, people will expand their 
consumption, but not by as much as the increase in income. Conversely, 
when incomes decrease, the community will decrease its expenditures 
upon consumption, but not in proportion to the reduction in income. 

11 J. M. Keynes, The General Theory of Employment , Interest , and Money (New 
York, Harcourt, Brace and Company, 1936), p. 259. 
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Thus, either a change in investment habits by businessmen or a change 
in savings habits by income recipients can set in motion a process of con¬ 
traction or expansion in the economic system. If wage changes are to 
produce fluctuations in income and employment, they must act through 
two major variables: the inducement to invest and the marginal propen¬ 
sity to consume. If these two factors remain unaltered, wage changes 
will simply be reflected in corresponding price changes without alteration 
in the level of national income. 

The Effect of a General Wage Increase 

Assume a general wage increase of 10 per cent occurs during a period 
in which the psychological repercussions of the wage change upon the in¬ 
ducement to invest and the propensity to consume are small enough to be 
ignored. Assume further that the banking system stands ready to expand 
the quantity of money so that the increase in wages has no tendency to 
raise the rate of interest. Under these conditions, will a rise in wage rates 
produce a contraction in employment or income? This theory says, “No!” 

When wage rates rise, it is true that producers may at first curtail 
output and employment because of the higher level of costs. Real output, 
and therefore real income, will be reduced, but only temporarily. Since 
the marginal propensity to consume is less than unity, people will not 
reduce their consumption by the full amount of the decrement in output. 
They will try to save a smaller amount out of their reduced real incomes 
than they had before the wage increase. For example, they would now 
tend to save less than the 20 billion that they had saved before the reduc¬ 
tion in employment and income. If, however, investment remains at the 
20 billion figure, there will be an expansion of effective demand from this 
source resulting in an increase in employment and income. This will go 
on until the previous level of output is restored. 

At any volume of output less than the original one, the community 
will be prepared to invest more than it saves. If this were not so, the 
original position would not have been one of equilibrium. Therefore, 
as long as investment per period of time remains unchanged, income will 
always be restored to its original level. It is fundamentally because of the 
propensity of the public to save less at a lower level of income than at a 
higher level that an increase in wage rates, according to this theory, can 
be absorbed by industry with no change in employment. Costs and prices 
will, of course, remain at the higher level. 

Effect of a General Wage Reduction 

Conversely, when money wage rates fall, ceteris paribus , there will be 
an initial increase in output and employment. Entrepreneurs will expand 
production of goods in the expectation of increased revenues, but their 
expectations are bound to be disappointed unless the marginal propensity 
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to consume is equal to unity. For if the marginal propensity to consume 
is less than unity, consumers will wish to save part of the increase in real 
income. Therefore producers’ receipts will be less than their costs of pro¬ 
ducing the increased output. Production will fall back until at the reduced 
output the amount which the community wishes to save will be equal to 
the volume of new investment. 

Of course, the reduction in costs may very well induce businessmen to 
increase investment, in which case there will be a permanent expansion in 
employment. But investment will increase only if there is a change in the 
relationship between the rate of interest and the anticipated rate of profit, 
and such a change cannot occur because, by hypothesis for the purpose 
of this example, these variables have been assumed to remain constant. 

Appraisal of Aggregative Approach 

A major contribution of the aggregative school is its demonstration 
that wage changes will not alter employment as long as the rate of inter¬ 
est, the anticipated rate of profit, and the marginal propensity to consume 
remain unchanged. Further it has indicated to business cycle theorists 
that wage reductions per se afford no panacea for the problem of stimulat¬ 
ing employment in depression. Whether or not wage adjustments are to 
have a favorable effect is dependent upon the repercussions of these ad¬ 
justments on savings and investment. 

Is the theory a plausible one? It can be argued that the theory is log¬ 
ically inconsistent in that its very modus operandi makes it unlikely that 
the crucial variables—the anticipated rate of profit in particular—can 
remain constant. We have seen that the theory, while admitting some 
initial curtailment of output as a result of general wage increases, posits 
that such reductions in output and employment will be only temporary. 
However, investment outlets are, in part, a function of the level of out¬ 
put, and the reduction in output accompanied by higher costs may restrict 
the number of profitable investment opportunities. Consequently new 
investment may diminish instead of remaining constant, as these theorists 
assume. Should this occur, there would be no tendency toward reestab¬ 
lishment of an equilibrium with undiminished employment at a higher 
level of prices. 

The conclusion that prices will rise by an amount sufficient to com¬ 
pensate producers fully for the higher level of costs is also subject to criti¬ 
cism. It has been pointed out, for example, that prices can rise by the re¬ 
quired amount only if there is an increase in the supply of money or in the 
willingness to spend money. 12 Higher labor costs may produce some in- 


12 S. H. Slichter, The Challenge of Industrial Relations (Ithaca, Cornell University 
Press, 1947), pp. 78-79. 
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crease in spending by business concerns. There may at least be increased 
expenditure on direct labor. However, the increased burden of labor costs 
may result in a postponement of expansion plans, and this would have a 
deflationary effect upon the economy. If increased spending by wage earn¬ 
ers with higher money incomes were offset by decreased business spending 
because of postponement of investment projects, effective demand would 
not expand sufficiently, and the rise in the price level, attributable to 
augmented effective demand, would not fully compensate for the increase 
in wage costs. Companies would therefore sustain losses, and would cur¬ 
tail output and employment in order to bring revenues and costs into 
realignment. 

The aggregative school has furnished the economist with valuable ana¬ 
lytical tools which have a wide range of application. The analysis of wage 
adjustments advanced by these theorists has given explicit expression to 
assumptions which in orthodox theory were left obscure and ambiguous. 
For example, orthodox theorists, tacitly assuming aggregate demand will 
remain constant, declare that wage increases will result in a contraction 
of employment. On the other hand, according to the aggregative view, 
aggregate demand is capable of expansion, and therefore general wage 
increases may simply raise prices without affecting employment. Ortho¬ 
dox theory assumes an inelastic supply of money, whereas aggregative 
theory takes into consideration the elasticity of the modem credit 
mechanism. 

Orthodox theory postulates that wage reductions will induce increased 
employment. It arrives at this conclusion by assuming that aggregate 
demand will remain constant despite the initial decline in wage income 
attributable to the wage reduction. The aggregate school has shown that 
such reasoning is based upon the assumption that the wage reduction will 
stimulate investment, so that increased business expenditures will fill the 
gap in aggregate demand left by decreased wage earner income. The ex¬ 
pectation of increased investment in turn rests upon the assumption that 
interest rates fall or anticipated profits rise as a result of the wage change. 

Once all these assumptions are fully spelled out, the two approaches 
to the problem of wage adjustments arrive at the same answer. The differ¬ 
ence in emphasis is, however, still important. The aggregative theorists, 
by focusing attention upon the behavior of savings and investment, and 
by emphasizing that wage reductions react upon employment largely 
through their influence upon the interest rate, have sought to control 
these variables directly, through fiscal policy, rather than through wage 
policy. The orthodox theorists, on the other hand, while admitting that 
wage changes may have to operate through other variables, still 
cling to the notion that wage policy is an effective method of bringing 
about desired changes in the level of employment. 
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Union Wage Increases and Employment 

Neither the orthodox theory nor the aggregative theory is, by itself, 
fully adequate to deal with the problem of union wage changes. Union 
wage adjustments lie in a twilight zone between the general and the par¬ 
ticular; union wage movements are sufficiently broad in scope so that the 
possible repercussions of the wage increases upon the interest rate and 
other generalized variables cannot be ignored. Yet they are never of the 
very general nature examined in the preceding section. Moreover, union 
wage adjustments take place in a heterogeneous economy composed in 
part of unionized employers faced with union wage pressure, and in part 
of non-union employers whose problems and reactions may be quite 
different. In this section we shall examine wage increases with a view to 
determining whether the results of union-induced wage increases upon 
employment differ in any important respect from wage increases confined 
to a particular firm, or from wage increases which are general and uniform 
throughout the economy. 

The Reaction of the Interest Rate 

The interest rate is often the crucial factor in investment decisions, 
for it is the price which entrepreneurs must pay for capital funds. Other 
things being equal, a rise in interest rates decreases the attractiveness of 
capital outlays, while, conversely, a reduction in money rates stimulates 
investment. 

The reaction of the money market to continuing union wage pressure 
will depend upon numerous factors. Many of these are intangible and 
immeasurable—for example, the personalities of the dominant labor lead¬ 
ers, the relationship between labor and government, the supposed (not 
the actual) influence of Communists in the labor movement, and so on. On 
the whole, however, the most likely reaction to such pressure is a rise in 
the rate of interest. In the first place, the immediate effect of wage in¬ 
creases is a rise in the wage bill, for employers must have time to revise 
their production commitments. In the interim, therefore, the demand for 
cash for wage and salary disbursements will rise. Secondly, while wage 
demands alone may not affect liquidity preference, 13 it is quite possible 
and indeed probable that union wage demands—particularly if they are 
pressed in a militant fashion and occur together with an unfavorable com¬ 
bination of the intangibles alluded to above—will have a depressing effect 
upon business confidence and will produce a tightening in the money 


18 “Liquidity preference is a potentiality or functional tendency which fixes the 
quantity of money which the public will hold when the rate of interest is given.” 
J. M. Keynes, The General Theory of Employment , Interest , and Money (New York, 
Harcourt, Brace and Company, 1936), p. 168. 
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market. Consequently, some increase in short-term interest rates is to be 
expected, because of both the immediate increased demand for funds 
deriving from the augmented wage bill, and increased liquidity prefer¬ 
ence. Increased liquidity preference, moreover, may tend to raise long¬ 
term interest rates as well. 

This tendency for interest rates to rise will be accentuated by the 
changed pattern of consumption and saving which is likely to be produced 
by widespread wage increases. The effect of unions upon intended savings 
will depend in the main upon three factors: 

1. The effect of union wage pressure upon profits. Successful union 
demands for higher wages reduce profits in union plants, but increase 
profits in unorganized plants. However, since at the present time even 
unorganized plants have to some extent been compelled to follow the 
union lead in wage adjustments, union wage increases on the whole prob¬ 
ably reduce the profits of industry. 

2. The inclination of the savings supply curve. The willingness to 
save depends in part upon the return on new investments. But since it is 
not known whether the inclination of the savings supply curve is positive 
or negative, 14 even if unions were to decrease the rate of return on invest¬ 
ment, it is not possible to forecast the effect this would have on the volume 
of saving. 

3. The extent to which income is shifted to labor from other income 
groups, and the effect this has on the propensity of the community to 
save. Changes in spending habits due to wage increases can be predicted 
only with great caution, since our knowledge about income-consumption 
habits is still inadequate. It is probable, however, that broad union wage 
adjustments, by shifting income from entrepreneurs to wage earners, tend 
to reduce the propensity to save of the community. 

In any given circumstance, the occurrence of such a shift in income 
due to wage increases will depend upon the elasticity of demand for labor. 
If the demand for labor has an elasticity less than unity, wage increases 
will augment labor’s share in the national income. Even if the demand for 
labor has an elasticity greater than one, it is still possible that labor’s 
total income will increase if relief payments to unemployed are consid¬ 
ered. 16 The existence of government unemployment insurance makes pos¬ 
sible a higher level of union wage rates, since unions are more likely to 
press for higher wages if they know unemployed members will be sup- 


14 S. H. Slichter, “Notes on Collective Bargaining,” in Explorations in Economics 
(New York, McGraw-Hill Book Company, 1936), p. 283. 

16 Professor John Dunlop considers the possibility that a trade union objective 
may be “the largest possible wage bill from the segment of the economy including 
funds from the public support of the unemployed.” See J. T. Dunlop, Wage Determination 
Under Trade Unions (New York, The Macmillan Company, 1944), p. 37. 
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ported out of the government treasury. Our tax policy is such, of course, 
that the burden of paying benefits to the unemployed is borne in large 
measure by the very same persons who would have had to pay these work¬ 
ers wages if they had remained in private employment. Consequently, 
while private business may pay a smaller amount directly to labor, as a 
result of wage increases, it is still possible that a transfer of income to 
labor will result. Such a transfer tends to swell the volume of consumption 
expenditures. The probable effect of such changes in income distribution 
and expenditure is to increase consumption at the expense of saving. It is 
generally true that the entrepreneur saves a proportionally greater part 
of his income than does the wage earner. Thus, with the redistribution of 
income which union pressure might produce, total savings would prob¬ 
ably be reduced. As a consequence, interest rates may be expected to rise. 

At the same time, there is likely to be an increase in the demand for 
funds for investment purposes by non-union companies; for, by raising, 
or preventing a decline in, the costs of union firms, union wage pressure 
encourages the entrance of new non-union firms and the expansion of 
existing non-union productivity capacity. This increased demand for pro¬ 
ductive capacity with which to compete against union firms, coupled with 
a decrease in the supply of funds available for investment purposes will 
cause a decline in the price of market securities (i.e., the inverse of the rate 
of interest). The net effect, therefore, of union wage pressure upon the 
money market will be to produce a tendency toward a rise in both the 
long-term and short-term rates of interest. The strength of this tendency 
will depend upon the proportion which union wages constitute of the total 
wages and salaries bill of the economy. Whether the changed conditions 
in the money market will actually produce a rise in rates of interest de¬ 
pends, of course, upon the willingness and readiness of the banking system 
to extend credit sufficient in amount to offset the increased demand for 
funds. 


Effect of an Increase in Interest Rates 

If the banks do not increase the supply of money pari passu with the 
rise in wage rates, some increase in interest rates will follow. This increase 
will, on the one hand, tend partially to offset the effect of w r age increases 
in stimulating mechanization in union firms and, on the other hand, may 
actually induce a substitution of labor for capital in non-union companies 
whose wage rates have not risen along with those in union plants. While 
this latter situation becomes a distinct possibility in the precise realm of 
orthodox theory, it is not likely to be realized in actuality. It presupposes 
a degree of sensitivity of the process of mechanization to differences in the 
level of wage and interest costs, which is not warranted by industrial 
experience. The rise in interest rates is not likely to be sufficient to produce 
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any significant change in the relative pace of mechanization in union as 
compared with non-union firms. 16 Moreover, this tendency to substitute 
labor for capital may be offset to the extent that non-union wage rates 
are drawn up by a sympathetic movement as a result of union wage in¬ 
creases. Furthermore, managements in deciding how to invest their de¬ 
preciation allowances frequently neglect to include the market rate of 
interest as part of the capital cost. Hence, despite the rise in interest rates, 
businessmen will continue to invest depreciation allowances in long-lived 
labor-saving machinery. 

It has generally been assumed in classical economic theory that a rise 
in the rate of interest will produce a contraction in the volume of employ¬ 
ment in the long run. Recent theoretical discussions and investigations 17 
have suggested that the level of the rate of interest may not have quite 
the importance in entrepreneurial decisions that economists attribute to 
it; but these criticisms would seem to pertain more to reductions of the 
interest rate rather than to increases. It is probably more difficult to get 
the economy operating at full capacity than to stop it. A rise in interest 
rates will make many ventures involving large capital expenditures un¬ 
profitable and so will reduce the volume of expenditure and employment. 
While rising profit expectations characterizing a boom phase of a cycle 
may often obscure this underlying influence, in the long run—which is our 
present concern—a rise in interest rates, other things being equal, tends 
to reduce the level of employment. 

The Reaction of Capital Goods Prices 

Whatever the magnitude of the increase in rates of interest due to 
wage increases, some time will elapse before its influence is felt; a more 
immediate consequence of the increase in wage rates will be a rise in the 
price of capital goods. This increase is likely to be much more pronounced 
than the increase in the interest rate, since the proportion of union Avages 
to all wages in the capital goods industry will be greater than the propor¬ 
tion of the union wage bill to the total wages and salaries bill in the 
economy at large. Therefore, it can be expected that union wage pressure 
will have a more perceptible effect upon prices in this particular industry 
than upon general prices or upon the rate of interest which is the general 
price for money. 

16 In a number of partially organized industries, it will be found that non-union 
firms, despite their lower wage levels, have more highly mechanized production 
techniques than their unionized competitors. The reason is that new capital tends to 
flow into the low-wage non-union areas, and new capital is invested in more modern 
highly mechanized equipment. 

17 See for example, J. M. Keynes, The General Theory of Employment, Interest , and 
Money (New York, Harcourt, Brace and Company, 1936), particularly p. 378; 
J. F. Ebersole, “The Influence of Interest Rates upon Entrepreneurial Decisions,” 
American Economic Review , 28:74-76 (1938, supplement). 
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Moreover, because of oligopolistic price relationships prevalent in the 
capital goods industry, the influence of union wage increases is likely to 
be extended beyond the immediate sphere of union firms. Leader-follower 
relationships in price policies are a natural outgrowth of the relatively 
small number of firms in this industry . 18 In view of the structure of the 
industry, it is reasonable to assume that when a wage increase raises the 
costs of a majority of the producers, the ensuing price increase will be fol¬ 
lowed by most producers even if their costs have not been raised to a cor¬ 
responding degree. Conceivable, of course, is the circumstance in which 
the wage increase coincides with a kink in the demand curve of individual 
producers with the result that no increase in price is forthcoming. This 
situation might arise if the price leaders in the industry were doubtful 
as to whether the rest of the industry would follow their move to alter 
prices. On the whole, however, the most likely hypothesis is that the union 
wage increase in the capital goods industry will be reflected in a price 
increase of most producers goods and that in the industry the area of 
price increase will exceed the area of the wage increase. 

The extent to which prices of finished producers goods will rise will 
depend upon the elasticity of demand for the product and upon the slope 
of the marginal cost curve of individual firms in the industry. If marginal 
costs are constant and the concavity of the individual demand curve 19 
is so great that the slope of the marginal revenue curve is equal to the 
slope of the demand curve, the price charged by the individual manu¬ 
facturer of machinery will rise by the full amount of the wage increase. 
On the other hand, if marginal costs are rising, or if the demand curve is 
convex, the effect of the wage increase upon price will be small. In the 
extreme case where the supply is perfectly inelastic or where the convexity 
of the demand curve is infinite, so that there is a kink in the curve, there 
will be no rise in price at all . 20 Most cost and demand situations will fall 
between these two extremes, so that in the general case, prices of capital 
goods will rise by less than the full amount of the wage increase. Conse¬ 
quently, substitution of machinery for labor will still be of some advan¬ 
tage to the producer. 

Thus, like the rise in interest rates, the rise in prices of capital goods 
tends to rob the wage increase of some, but not all, of its effectiveness as 
a stimulus to mechanization. However, the increase in price of capital 

18 See A. R. Burns, The Decline of Competition (New York, McGraw-Hill Book 
Company, 1936), chap. 3. 

18 This analysis ignores the fact that union wage increases extending throughout 
most of an industry will affect individual demand curves by altering the share of the 
total sales obtained by each firm. 

20 This appraisal of the effect of wage increases upon prices is adapted from the 
analysis presented by Joan Robinson in Economics of Imperfect Competition (London, 
Macmillan and Company, 1933), pp. 76-82. 
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goods has much more significance than the increase in interest rates, be¬ 
cause the increase in producers goods prices will manifest itself in a com¬ 
paratively short time. The time elapsing between a wage increase and any 
attempt to substitute labor-saving machinery will ordinarily be longer 
than the time lag between an important series of union wage increases in 
a major industry and resultant wage and price increases in the capital 
goods industry. The former lag must be measured in years, the latter in 
months. 

The growth of unionism has tended to accelerate the spread of wage 
increases from one part of the economy to another, but the fixity of equip¬ 
ment still remains a stubborn obstacle in the path of rapid substitution. 
Moreover, because the capital goods industry is highly unionized and 
strategically situated in the economic network of industry, wage increases 
elsewhere in the economy are almost certain to register their effect upon 
this industry. In recent years, the inception of union drives for upward 
revision of wage rates has typically originated in such industries as steel 
and automobile manufacturing. Because of the fact that the mass of 
workers in the capital goods industry have skills similar to workers in 
these “leading” industries, and indeed are often members of the same 
union, wage increases in one are quickly communicated to the other. 

Effect of Price Change of Capital Goods on Substitution 

Imagine, for example, a sequence of union wage increases beginning 
in the automobile industry, spreading to the steel industry, and then to 
related industries—to machine tool and fabricating industries, and to the 
makers of industrial equipment. Suppose further that the wage increase 
in the automobile industry does act as a stimulus to entrepreneurs to 
improve their technique of production. According to sound orthodox 
theory, they should decide to replace the expensive labor with labor-sav¬ 
ing machinery, but because of the fixity of equipment, some time will 
elapse before the actual substitution can be effected. Meanwhile, however, 
the wage increase spreads to the machine tool and equipment industries, 
causing an increase in the price of machines. 

The relative magnitude of the increase in wage rates in the automobile 
industry and the increase in prices in the capital goods industry will 
depend—in addition to the cost and demand conditions previously dis¬ 
cussed—upon the relative strength of unions and the nature of competi¬ 
tive practices in the two industries. 

Two extreme cases can be distinguished to indicate the range of rela¬ 
tionships possible between the rise in prices in the capital goods industry 
and the rise in wage rates in the industry purchasing the machinery. The 
minimum stimulus to substitute machines will exist if the union in the 
latter—in our example, the automobile industry—is relatively weak, 



388 


ECONOMIC THEORY OF LABOR 


while the union in the capital goods industry is strong, 21 and if the wage 
increase in the capital goods industry is used by producers as a pretext 
to achieve a general new alignment of machinery prices. In this instance 
the rise in wage rates in the automobile industry will be comparatively 
small, while the rise in price of machinery may be more than in propor¬ 
tion to the rise in wage rates. On the other hand, the maximum stimulus 
to purchase machinery will exist if the union in the automobile industry 
is strong by comparison to that in the capital goods industry, and if the 
wage increase in the capital goods industry occurs at a time when price 
stability is felt by the producers to be desirable. In this case, a kink may 
exist in the demand curve at the established price, with the result that no 
price increase will follow the rise in wage rates. 

In the general case, however, the price of capital goods will not rise in 
proportion to the rise in wage rates in the industry contemplating pur¬ 
chase of equipment. Nevertheless, the rise in the price of machinery which 
normally will occur will tend to decrease in part the effectiveness of the 
wage increase in stimulating substitution of machinery for labor. 

There are times, however, when union wage pressure will be felt most 
strongly in the capital goods industries. Should this happen, the possibil¬ 
ity exists that the price of machinery will rise more than in proportion to 
wage rates in industries which are prospective purchasers of equipment. 
In 1946, for example, the wage increases in the machine-making industries 
generally exceeded the wage increases in the machine-using industries. 
The former tended to follow the lead of the steel industry with awards 
clustering around 17 per cent, but these large settlements were by no 
means typical of consumers goods industries. From August 1945 to May 
1946, 60 per cent of workers receiving wage adjustments in metal working 
industries (excluding basic iron and steel and shipbuilding) received wage 
increases of 18 cents or more per hour, whereas in manufacturing as a 
whole, only 41 per cent of the workers received wage increases of this 
magnitude. 22 Unfortunately for the student of labor problems, price ceil¬ 
ings tended to obscure the effect of the wage adjustments, but if prices 
had been uncontrolled, it is possible that some prospective purchasers of 
machinery would have found that the price of machines had advanced 
more than in proportion to the wage increase in their own industry. 

The shorter the life of the particular piece of equipment, the more a 
rise in its price will act as a deterrent to its purchase. For very long-lived 
machineiy, however, the level of the interest rate becomes a more impor- 


21 Thus, to the extent that workers engaged in making capital goods are more 
highly organized than labor in industry at large, investment opportunities are limited 
and the flow of technological progress is diminished. 

22 “Postwar Increases in Basic Wage Rates,” Monthly Labor Review, 63:342-345 
(1946). 
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tant factor in the entrepreneur’s calculations. Since the rise in the interest 
rate is likely to be relatively less than the rise in wage rates, it would seem 
that some incentive would still remain to substitute capital for labor, if 
the entrepreneur behaves as orthodox theory claims he should. However, 
for long-term investment, the state of business confidence which affects 
the “ write-off period”—the businessman’s estimation of the time it will 
take for improvements to pay for themselves—may be more important 
than the interest rate in fixing the margin of profitability of the introduc¬ 
tion of new machinery. 23 If continued union wage pressure results in some 
impairment of business confidence, the consequent shortening of the 
write-off periods is likely to offset any stimulating effect wage increases 
may have on long-term investment in new machinery. On the other hand, 
if, because of growing union strength, employers look forward to a long 
period of steadily rising labor costs and general prices, investment in new 
more efficient plants and equipment may be substantially stimulated 
with favorable repercussions on the level of employment. 

Wage Inckeases and Capital Depletion 

An important factor entering into determination of the long-run level 
of employment is the rate of capital accumulation. An increasing stock of 
capital equipment assures a continuing high demand for labor as well as a 
high standard of living for the community in general. But sharp upward 
union wage adjustments continuing year after year in excess of the normal 
increase in productivity may check the normal growth in the capital stock 
of the nation. 

In the first place, union wage increases may produce some capital 
consumption through actual liquidation of firms. This is most likely to 
occur in industries which are only partly organized. The unionized firms, 
forced by union pressure to raise wages, will be put at a competitive dis¬ 
advantage with non-union firms whose wage rates have not risen con¬ 
comitantly. As a result, many of the unionized firms will be forced into 
bankruptcy. In the second place, sharp union wage increases continuing 
year after year may so diminish the anticipated rate of profit in certain 
industries that businessmen will fail to make necessary replacement in 
plant and equipment. As a result of these two tendencies, capital equip¬ 
ment will be unutilized and become overaged. 

The total stock of capital of the economy may also be reduced be¬ 
cause of the unfavorable impact of wage increases upon the rate of saving 
and investment. Since a large proportion of the saving in our society is 

18 See N. S. Buchanan, “Anticipations and Industrial Investment Decisions,” 
American Economic Review , 41:141-155 (1941, supplement); R. P. Mack, The Flow 
of Business Funds and Consumer Purchasing Power (New York, Columbia University 
Press, 1941). 
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corporate saving, i.e., saving out of profits, a rise in wage costs—to the 
extent that it decreases entrepreneurial and corporate profits—will react 
unfavorably upon saving. This tendency will be accentuated in the case 
of firms, which, though suffering a reduction in profits, reduce dividends 
by less than the amount of such reduction because they “want to keep 
the shareholders quiet .” 24 If dividend receivers, in turn, reinvest the funds 
in industry, then, to that extent, the unfavorable tendency will be offset; 
but generally, there is more probability that the funds will be invested if 
they remain with the corporation than if they are disbursed to individuals. 

Summary 

The analysis of wage-employment relationships in this chapter has 
indicated that even if employers all pay their employees wages equal to 
their marginal revenue products, a general rise in wage rates, under cer¬ 
tain circumstances, may still not produce displacement of labor because 
of the effect the wage increase may have upon the price of machinery, the 
rate of interest, and effective demand. In actuality, of course, wage rates 
and marginal products are never perfectly equated, so that there is an 
additional reason why wage changes frequently have no observable effect 
upon employment. 

The degree of correspondence between wage and employment changes 
may vary over the business cycle. Moreover, union-induced wage changes 
which alter costs and demand over a broad area of industry may them¬ 
selves alter the cyclical pattern of fluctuation in employment, investment, 
and income. The role of wage policy in the business cycle will be the sub¬ 
ject of our consideration in the following two chapters. 


24 J. R. Hicks, Theory of Wages (London, Macmillan and Company, 1932), p. 193. 



16 

Wage Policy in Business Cycle Theory 


The movement of wage rates during the business cycle is not a crucial 
or primary causal factor in most cycle theories. This is not surprising, 
since cycle theory is an explanation of the periodicity in business fluctua¬ 
tions. It therefore must seek as a basis some inherently unstable mechan¬ 
ism in the economic system, which either through self-generation, or else 
in conjunction with external forces, produces oscillations in employment 
and income. While wage rates do show fluctuations over time, these move¬ 
ments by and large represent reactions to underlying business conditions 
which must be explained by other and more fundamental determinants. 
Since changes in wage rates are not likely to be a primary cause of the 
fluctuations in business activity which have characterized American eco¬ 
nomic development, any alteration in the general pattern of wage move¬ 
ments induced by union organization is more likely to modify, rather than 
to eliminate, cyclical movements in employment, income, and prices. 

Review of Business Cycle Theory 

The Underconsumption Theory 

Most union members and union leaders are underconsumptionists in 
their economic philosophy. They believe that the explanation of business 
breakdowns must be sought in deficient consumer demand, rather than in 
insufficient investment outlets. Union literature explains the depression 
of the thirties by the failure of business to increase money wages to a 
degree sufficient to create a consumer demand adequate to carry off the 
great outpouring of goods that characterized the boom years. 1 The view 
that wages must continually be increased in order to keep pace with in¬ 
creasing production was formally adopted as a principle of wage policy 
by the American Federation of Labor at its 1925 convention, when it was 
declared: 

Social inequality, industrial instability, and injustice must increase 

unless the workers’ real wages, the purchasing power of their wages . . . 

are progressed in proportion to man’s increasing power of production.* 

1 “The Depression was caused principally because of an unsound division of the 
national income.” J. P. Frey, “Business Depends on Wages,” American Federationist, 
40:383 (1938). Mr. Frey is president of the Metal Trades Department of the AFL. 

* Report of Proceedings of ISih Annual Convention (New Jersey, 1925), p. 271. 
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Before examining underconsumption^ views in the light of union 
wage policies, it is essential to distinguish two variants of the undercon¬ 
sumption theory. The first is the “vulgar” theory which erroneously 
identifies purchasing power and wages. According to this version, profits 
which are plowed back into business for purposes of expansion, rather 
than being paid out in the form of wages, are lost to purchasing power. 
As a consequence, insufficient funds are available in the market for con¬ 
sumers goods to carry off the flow of products which results from the 
abortive investment. 

The fallacy in this reasoning is apparent. Wages are only a portion 
of the income stream. In 1945, wages and salaries constituted only 71 per 
cent of total national income 3 and the proportion represented by wage 
payments to workers in industrial concerns would be much less. The fact 
is that all costs, whether they represent payment for new plant or for 
wages, ultimately become disposable income for someone. Hence there 
must necessarily be a sufficient amount of purchasing power continually 
being put into circulation to make possible the purchase of current output 
at prices covering the total costs of its production. 4 The larger total vol¬ 
ume of goods need not, and probably will not, be sold at former prices; 
for since the new investment makes possible a reduction of costs, the goods 
can be sold at lower prices without loss to their producers. 

A more sophisticated variant of the underconsumption theory identi¬ 
fies underconsumption with oversaving. 6 This theory is unique in that 
the movement of wage rates relative to prices plays a major role in the 
propagation of cyclical forces. The contention made by its proponents is 
that the lag of wages behind prices in a period of good business tends to 
produce an excessive volume of profits. Since the bulk of savings comes 
from the high income brackets, the distortion of income produced by the 
profit inflation diverts funds into the channels of savings at the expense 
of the market for consumers goods. The excessive profits, moreover, en¬ 
courage overexpansion and additional borrowing at the same time that the 
withdrawal of funds from the consumers goods markets precipitates a fall 
in prices. The boom finally ends in crisis, because excessive saving has 
brought into existence a greater supply of capital equipment than the 
rate of spending on consumption warrants. 

How would union wage policy be expected to affect the business cycle 
from the standpoint of this theory? Union wage policy can affect the cycle 
primarily through influencing the relation between wages and prices. The 
nature of this influence exerted by unions, which will be examined in 

* Economic Almanac for 1946-47 (New York, National Industrial Conference 
Board, 1946), p. 44. 

4 A. G. Pool, Wage Policy in Relation to Industrial Fluctuations (London, Macmillan 
and Company, 1938), p. 75. 

* Perhaps the best known exponent of this theory is J. A. Hobson, Economics of 
Unemployment (London, Allen and Unwin, 1922). 



WAGE POLICY IN BUSINESS CYCLE THEORY 


393 


more detail in the next chapter, is by no means clear. There is consider¬ 
able evidence that union organization increases the lag of wages behind 
prices in the downswing phase of the cycle. But the influence exerted by 
unionism on the wage-price relationship in the upswing is subject to con¬ 
troversy. Union pressure for higher wages probably accelerates the rise 
in wages over the cycle, as compared to the rate of increase which would 
prevail in the absence of unions. But as long as prices are free to vary, the 
more rapid increase in rate of wages may simply be accompanied by an 
equally rapid rise in prices. Indeed, there is some reason for believing that 
union organization may actually increase the lag of wages behind prices 
in the upswing. Union contracts frequently set wage levels for a year or 
more in advance, during which time a substantial change in prices can 
occur. Whether the effect of union contracts will be to increase the lag of 
wages behind prices will depend upon the length of time for which con¬ 
tracts are negotiated and the extent to which unions utilize escalator 
clauses, providing for increases in wage rates as the cost of living rises. 

For the purposes of the theoretical exposition of this chapter, how¬ 
ever, it is convenient to assume that union wage contracts will increase 
the lag of wages behind prices in both upswing and downswing phases of 
the cycle. In this chapter, we are primarily concerned with developing a 
familiarity with the conceptual apparatus of various theories of the busi¬ 
ness cycle. It will facilitate consideration of the influence of union organi¬ 
zation upon the cycle, from the point of view of these various theories, to 
make this simplified assumption. If future empirical investigation should 
reveal that unions tend to lessen the lag of wages behind prices in the up¬ 
swing, the reader will at least be equipped with analytical apparatus and a 
knowledge of basic theories so as to understand the significance of these 
statistical findings. 

From the standpoint of the underconsumption theory, union organiza¬ 
tion appears to be a factor which would increase the amplitude of the 
boom phase of the cycle. To the extent that union contracts broaden the 
lag of wages behind prices, the rise in business profits will be accentuated. 
This will induce a further expansion in investment expenditures. As a 
consequence, the boom period will be prolonged and the eventual read¬ 
justment of costs and prices rendered more difficult to achieve. 

On the other hand, to the extent that unions secularly reduce the dis¬ 
tortion of income between high and low income groups, and thus reduce 
savings, the degree of oscillation in the economic system would, according 
to this theory, be diminished. 6 If union wage increases were so timed as to 

* Contrast this view with that elaborated below, p. 422, in connection with the 
discussion of the multiplier. If unions were successful in shifting income from the 
entrepreneurial class to wage earners, this would tend to raise the marginal propensity 
to consume, increase the multiplier, and thus create a wider amplitude of fluctuation 
in the course of the business cycle. 
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increase wage disbursements at the peak of the boom, on the basis of the 
underconsumption theory, it would be expected that the boom could be 
perpetuated, though as will become apparent in the remainder of this 
chapter, a contrary conclusion would be reached by other cycle theories. 

The underconsumption theory, though it has enjoyed a considerable 
vogue among labor leaders, has been widely criticized because of its failure 
to conform with the observed characteristics of industrial fluctuations. 
Thus, there is the fact that interest rates rise at the end of a boom, 
whereas according to this theory, saving should be at its height, and there¬ 
fore interest rates should be falling. Similarly, the theory fails to explain 
the observable downturn in the capital goods industries which occurs 
before any downturn in the consumers goods industries and at a time 
when retail sales are still booming. 

The Purely Monetary Theory 

While the underconsumption theory points to the desirability of a 
reduced wage lag in the upswing and probably an increased wage lag in 
the downswing so that unionism is only li half-bad,’* the monetary theory 
of the cycle would probably blacklist unionism in both prosperity and 
depression. 

The purely monetary theory explains cyclical variations in business 
by the inherent instability of the credit mechanism. 7 According to this 
theory, changes in interest rates induce changes in the size of inventories 
held by merchants and through these changes affect the level of produc¬ 
tion in the capital goods industries. The boom comes to an end because 
the banks refuse to continue to extend credit at the previous rate, and 
revival is delayed until inventories and interest charges are reduced to a 
level at which merchants are again induced to increase their stocks of 
goods. 

As long as our banking system is free to expand and contract credit, 
cyclical fluctuations in business will continue, say the monetary theorists. 
How, then, does union organization affect the course of the business cycle? 
The leading proponent of this theory has suggested that appropriate 
adjustments in wage levels might eliminate cyclical swings altogether! 

All the mischief of trade fluctuations arises from the tendency of changes 
in wages to lag behind changes in the value of money. For if an increase 
or decrease of credit promptly brought with it a proportionate increase 
or decrease in the demands for cash, the banks would no longer either 
drift into a state of inflation or be led to carry the corresponding process 
of contraction unnecessarily far. Thus ... if the working classes would 
accept an early reduction of wages when a period of bad trade begins 


7 See R. G. Hawtrey, Good and Bad Trade (London, Constable and Company, 
1913); Currency and Credit (New York, Longmans, Green, 1928). 
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and if employers would give an early increase of wages when a period 
of good trade begins, not only would the harmful consequences of a trade 
fluctuation be avoided, but the fluctuation itself might be prevented. 8 

This conclusion, as well as the major premise that the cycle is purely 
monetary in its origin is open to the criticism that it places insufficient 
emphasis upon the really dynamic factors in our economic and techno¬ 
logical environment which shape business activity. For example, the 
theory tacitly assumes that if only the monetary difficulty could be over¬ 
come, inventions, wars, cycles of optimism and pessimism in business 
sentiment, and other factors would be more or less neutralized by the 
straight jacket on bank credit. Nevertheless, it is interesting to note that 
in so far as this theory affords a valid explanation of the derivation of 
cyclical forces, union organization would tend to aggravate maladjust¬ 
ments in both phase of the cycle. By increasing the lag of wages behind 
prices in the upswing, long-term union wage contracts would tend to 
reduce the drain on bank reserves which results from increased demand 
for cash associated with higher wage incomes. Thus, credit expansion 
would be enabled to go on longer, larger inventories could be built up, 
and the eventual collapse and readjustment would be rendered that much 
more difficult. On the other hand, in depression the wage lag (which would 
manifest itself in the form of a delay in wage reductions) would impede 
recovery by preventing banks from securing the necessary degree of 
liquidity. Were wage reductions to occur more promptly after the down¬ 
turn in business, the consequent decline in wage incomes would reduce the 
demand for cash and thus w r ould ease the strain on the banking system. 

However, there are certain periods during which rigidity of wage rates 
would be helpful even on the basis of this theory. A “credit deadlock” 9 
would be a case in point. The term is applied to a period of business 
decline when the rate of reduction of prices is so rapid that even a large 
reduction in the interest rate will prove ineffective to revive the flow of 
money. Such a situation may be rare, but apparently contributed to the 
difficulty of recovery from the depths of the 1933 depression. In such a 
deflationary downswing, rigid wage rates, by arresting the fall in prices, 
make less likely a serious credit deadlock. Although according to some 
theories, the rigidity of wages would be undesirable since it would dis¬ 
courage capital investment, in the purely monetary theory this difficulty 
does not arise because the crucial factor is the size of inventories; and for 
these stocks, wages are not an important carrying cost. If wage rigidity 
tends to retard the fall in prices and in effective demand, and if it makes 


8 R. G. Hawtrey, Good and Bad Trade (London, Constable and Company, 1913), 
p. 265. 

9 R. G. Hawtrey, Good and Bad Trade (London, Constable and Company, 1913), 
p. 186. 
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employed labor less reluctant to spend, inventories will be depleted, mer¬ 
chants' anticipations improved, and the stage set for recovery. 

The Monetary Overinvestment Theory 

The monetary overinvestment school, 10 as its name implies, ascribes 
a major role to the instability of credit, but goes beyond the purely mone¬ 
tary theory in stressing that the cycle is not simply a monetary phenome¬ 
non. During the course of the cycle as real maladjustment is created in 
the structure of production as a result of credit expansion. An increase in 
bank credit reduces the money rate of interest below the natural rate and 
leads to the lengthening of the period of production. That is, the reduc¬ 
tion in the rate of interest below the rate which equilibrates the supply 
and demand for savings, makes relatively more profitable the “higher” 
stages of production which are farthest removed from consumption and 
which are most sensitive to changes in capital cost. Means of production 
are drawn into producers goods industries partly at the expense of con¬ 
sumption goods industries. This is the boom phase of the cycle, character¬ 
ized by overinvestment in the capital goods industries. Overinvestment 
is used by these theorists in the sense of a larger volume of expenditure on 
capital goods relative to consumption goods than is justified by the volun¬ 
tary allocation of income by the community between consumption and 
savings. 

Since, however, there has been no change in the pattern of consump¬ 
tion of the community, the increased employment and production in the 
capital goods industries cannot permanently be maintained. As money is 
paid out by these industries in wages, the increase in incomes will expand 
the demand for consumers goods. Prices for consumers goods will rise and 
the consumers goods industries will tend to bid away the factors of pro¬ 
duction from the producers goods industries. The latter may be aided for 
a time by further injections of credit through the banking system, but 
eventually the rise in interest rates will put an end to their ability to 
finance production by further borrowing. Investment then collapses and 
with it the boom. The denouement is fundamentally attributable to a 
shortage of capital, which for this theory is equivalent to undersaving and 
overconsumption. 

The merit of the monetary overinvestment theory is that it explains 
why interest rates rise at the end of the boom and why consumption goods 
industries continue to prosper after investment has already turned down. 
On the other hand, the theory has been criticized on a number of grounds. 
It assumes that capital accumulation itself cannot produce cycles without 
credit expansion. While it may be conceded that credit expansion by the 

10 See F. A. von Hayek, Prices and Production (London, George Routledge and 
Sons, 1935); Monetary Theory and the Trade Cycle (London, Jonathan Cape, 1933). 



WAGE POLICY IN BUSINESS CYCLE THEORY 


397 


banks adds to economic instability, many economists believe that cyclical 
fluctuations will exist as long as the technological background is in a con¬ 
stant state of flux. 

Another object of criticism has been the assumption that the producers 
goods industries will decline when the demand for consumption goods ex¬ 
pands. This assumption is proper only if full employment has been 
reached. If there are no longer unemployed workers in the labor market 
at the time when the demand for consumers goods increases, then the 
expansion of the consumers goods industries can be accomplished only by 
a concomitant contraction of producers goods industries through the 
bidding away of factors of production to the relatively more profitable 
consumers trades. On the other hand, if the stimulus to the consumers 
industries occurs when there are still unemployed workers available, then 
the expansion of consumers goods production will impart a magnified 
stimulus to the production of capital equipment. The reason for the accel¬ 
erated effect of the original stimulus to the consumers goods industries 
is that a slight rise in consumers goods prices greatly widens the margin 
of profit in these industries which, when capitalized, causes a larger in¬ 
crease in the prices of producers goods. This relationship has been given 
the name of the “acceleration principle’’ 11 and plays an important role in 
business cycle theory. It indicates that, under certain circumstances, an 
expansion of consumer demand need not have the depressing effect upon 
capital goods production which is stressed in the monetary overinvest¬ 
ment theory. 

Assuming however that the theory is valid, would union organization 
alter the course of the trade cycle? As the boom wears on, what is needed 
for its continuance is an increase in voluntary saving—further reduction 
in the rate of interest. If people were to save more by curtailing con¬ 
sumption, the consumers goods industries would be less able to bid fac¬ 
tors away from the capital goods industries and the reduction in interest 
rates attributable to the augmented savings would permit increased in¬ 
vestment. In so far as union contracts extending for a year or more 
increases the lag of wages behind prices, there will be a tendency in both 
these directions. On the one hand, an increased wage lag will tend to 
slacken the rate of increase in demand for consumers goods and therefore 
put the producers goods industries at less of a disadvantage in bidding 
for factors. On the other hand, the wage lag will raise profit margins, thus 
stitnulate savings, and tend to lower the rate of interest. These two effects 
will enable a continuation of the boom. Whether such a result is desirable 


11 For a discussion of this principle see J. M. Clark, “ Business Acceleration and the 
Law of Demand,” Journal of Political Economy , 25:217-235 (1917). R. F. Harrod 
uses this principle under the name of the “relation.” See his book, The Trade Cycle 
(Oxford, The Clarendon Press, 1936), chap. 2. 
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or not is arguable. The monetary theorists on the whole seem to take the 
view that prolonging the boom will only add to the difficulties of the 
eventual readjustment. 

While both monetary overinvestment theorists and underconsump¬ 
tion theorists speak of “overinvestment,” this term has a different mean¬ 
ing for each. For the former, it is overinvestment relative to the capital 
supply out of voluntary savings; for underconsumptionists, it is over¬ 
investment relative to consumer demand. For the monetary overinvest¬ 
ment school, credit expansion is the real source of difficulty, and profits 
attributable to the lag in wages behind prices simply contribute to an 
expansion of an already inflated demand. For underconsumptionists, on 
the other hand, it is the insufficiency of consumer demand itself which 
precipitates the breakdown. Excessive profits are dangerous not via credit 
inflation but because they are the source of excessive saving. 

There is one aspect of unionism which on the basis of the overinvest¬ 
ment theory will bring the boom to a quicker end. This is the fact that 
unionism lessens the degree of dispersion of wage rates and tends to make 
wage rates throughout the economy move together in a more uniform 
fashion. In a largely non-union economy, with imperfect mobility of 
labor, wages in various sectors would tend to reflect the business fortunes 
of particular industries. Thus in the boom, when capital goods industries 
begin to find demand declining, wages would be reduced in these indus¬ 
tries even though they might still be rising in consumers goods industries. 

Established unionism, however, seems to have little regard for the 
“ability to pay” of an industry, when making its wage demands. Thus 
the percentage increase in hourly earnings in railroads, mining, and manu¬ 
facturing has been approximately the same despite the fact that the 
former two are declining industries, while the latter is expanding. From 
1909 to 1939, railroads and mining were highly unionized industries, 
whereas manufacturing was largely non-union. During this period, index 
numbers of average hourly earnings increased from 37 to 120 in steam 
railroads, from 41 to 111 in mining, and from 36 to 120 in manufacturing 12 
(using 1923-1925 as base period). 

It is therefore reasonable to expect that in a highly unionized economy, 
wages will move up more evenly (though possibly with a greater lag) in 
the boom, and this will aggravate the already depressed condition of the 
capital goods industries in the later stages of the period of prosperity. 
Thus, though the increased lag of wages will increase the demand for 
capital goods by bringing forth a larger volume of saving, the greater 
rigidity and more uniform rise of wage rates will make the position of the 
producers of capital goods less advantageous. The bidding up of wage 


1S Monthly Labor Review , 51 :524 (1940). 



WAGE POLICY IN BUSINESS CYCLE THEORY 


399 


rates in the expanding consumer industries will be quickly imparted to 
the capital goods industries despite their relatively less favorable profit 
position. 

It is conceivable that on balance unionism would have no effect at all 
upon the cycle, these two influences—wage lag and wage uniformity— 
merely canceling out in their effects. However, it seems more probable 
that the phenomenon of the wage lag will be more pronounced than the 
other, so that unionism will make for a more prolonged period of prosper¬ 
ity. In depression, the continued rise of union wages or their downward 
rigidity will divert more of the community’s productive resources to sup¬ 
plying consumers needs. Consequently, there will be an excessive “short¬ 
ening” of the productive apparatus and the depression will be made longer 
and more severe. The monetary overinvestment school believes that defla¬ 
tion is a necessary consequence of the boom. Revival is brought about by 
the gradual approach to equilibrium. Rigid wage rates, by preventing 
thorough-going deflation would, according to this theory, prolong the 
maladjustments which developed during the boom and thus delay the 
advent of recovery on a sound basis. 

The Non-monetary Overinvestment Theory 

The writers of this school differ from the monetary theorists primarily 
in the matter of emphasis. Both utilize the instability of the monetary 
mechanism to explain the customary pattern of inflation and deflation 
over the cycle. But whereas the monetary theorists believe that the cycle 
could largely be eliminated by preventing expansion and contraction of 
bank credit, the non-monetary overinvestment school holds that cycles 
would recur even if new investment were financed entirely through volun¬ 
tary savings. 

The reason given is that progress in a capitalistic economy character¬ 
istically proceeds by fits and starts. The primary force impelling fluctua¬ 
tions in economic activity is the impact of outside influences—inventions, 
wars, new discoveries. These are the factors which raise the marginal effi¬ 
ciency of capital and induce entrepreneurs to risk capital in new ventures. 
But when the new investment has caught up with the developments of 
science and technology and exploited to the limit what is economically 
feasible, all that remains for a while is mere upkeep and replacement. 13 
New investment contracts as a consequence, output and employment 
recede, and depression sets in. 

How does wage policy figure in this theory of the business cycle? Since 
this theory is eclectic with regard to the development of inflationary 
forces in the boom and deflationary influences in the downturn, the same 

w A. Hansen, Full Recovery or Stagnation (New York, W. W. Norton and Company, 
1938), p. 139. 
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conclusions regarding the effect of a wage lag which were made in the dis¬ 
cussion of the monetary theories are pertinent here. The non-monetary 
overinvestment theory is distinctive, however, in its view of the inception 
of the recovery phase of the cycle. These theorists 14 believe that automatic 
adjustments within the economy are not sufficient to revive business 
activity from a depression low. Stronger incentives must come from out¬ 
side, such as new inventions or discoveries of new markets. This conten¬ 
tion is substantiated by the fact that cycles of the nineteenth century 
were typically ushered in by discoveries and inventions. 16 

Does this mean then that the level of labor costs in depression will 
have no effect upon the rapidity of recovery? There would seem to be two 
important ways in which the level of wage rates is relevant to the genera¬ 
tion of recovery as explained by this theory: 

In the first place, the pattern of recovery according to this theory is 
profoundly affected by the tendency of new methods to be introduced en 
masse. Wherever a few successful innovators appear and venture success¬ 
fully, immediately a host of others follow suit. 16 But suppose that unions 
immediately raise wage rates in the successful new plants in an attempt 
to secure a major share of the gains deriving from improved technology. 
Such a wage policy vigorously pursued would not only retard expansion 
of employment and production in these plants, but also would discourage 
the construction of similar plants by prospective competitors. Entrepre¬ 
neurs will not risk capital in new and hazardous ventures unless they see 
the prospect of high profits. Hence if unions were to pursue a policy of 
attempting to limit profits to their 1936-1939 “normal,” 17 an incipient 
boom might be nipped before it became full grown. The non-monetary 
overinvestment theory, therefore, does depend upon a lag in wage behind 
prices sufficient to produce a volume of profits which will attract other 
entrepreneurs to undertake new investment. It is important to note that 
the crucial relation is the lag of wages behind prices in those new or ex¬ 
panding firms which carry the seed of the business recovery. What union 
policies will be in such firms where technological and productivity changes 
are most rapid remains to be seen. 

14 The non-monetary overinvestment theory is associated with the names of 
Professor A. Spiethoff and Professor G. Cassel. For an exposition of their views, see 
G. Haberler, Prosperity and Depression , rev. ed. (Geneva, League of Nations, 1939), 

p. 81. 

16 G. Haberler, Prosperity and Depression , rev. ed. (Geneva, League of Nations, 
1939), p. 81. 

16 J. Schumpeter particularly emphasizes this process of competitive imitation in 
his theory of the cycle. See The Theory of Economic Development (Cambridge, Harvard 
University Press, 1939). 

17 The notion that this period should be taken as a basis for figuring normal profits 
was advanced by Robert Nathan in his analysis of wage policy prepared for the CIO. 
See A National Wage Policy for 1947 (Washington, Robert Nathan Associates, 1946), 
p. 9. 
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In the second place, while outside influences such as inventions are 
often the impelling force in recovery, it is not entirely true that the 
economy cannot revive itself through an internal process of readjustment. 
The gradual exhaustion of inventories, the fall in wage costs, the decline 
in interest rates, the reduction in construction costs—all these ultimately 
make the prospect for new investment more attractive. Therefore—except 
possibly in a very severe depression—the automatic processes of the 
economic system could revive the economic mechanism if wage rates and 
prices remain flexible. But when wage rates remain rigid, this automatic 
process of adjustment is impeded and the economy becomes more depend¬ 
ent upon outside influences to initiate recovery. Thus, union wage rigidity 
lends new importance to the theory of generation of cycles expounded by 
the non-monetary overinvestment school. 

This theory, however, suffers from an undue emphasis upon the condi¬ 
tions in the capital goods industries. While it is true that the output of 
these industries is subject to sharp fluctuation over the cycle and is par¬ 
ticularly likely to be influenced by invention, consumers durable goods 
also show considerable fluctuation, and these industries can be stimulated 
by appropriate wage policy. Today the level of production in the auto¬ 
mobile, radio, and electric appliance industries—all catering to consumer 
wants—plays a major role in determining the level of economic activity 
over the whole economy. In fact, expenditures of consumers on durable 
goods regularly exceed the expenditures of all forms of industry on capital 
goods. 18 Proper recovery policy, therefore, should seek to stimulate not 
only the inducement to invest but also the propensity to consume. 

The “Substitution” Theory of the Cycle 19 

The changing relation of wages and prices over the cycle, in its relation 
to the length of the so-called “investment period,” forms the basis of one 
recent theory of the cycle which, for want of a better title, may be called 
the “substitution” theory because of its emphasis upon this aspect of 
business policy. The theory is an elaboration of a principle laid down 
early in the history of economic thought, that “a rise in the price of the 
product (or a fall in real wages) will lead to the use of relatively less 
machinery and other capital and of relatively more direct labor in the 
production of any given quantity of output.” 20 If we assume that money 


18 S. H. Slichter, “The Changing Character of American Industrial Relations,” 
American Economic Review, 28:134 (1938, supplement), note 29. 

19 The principal exponent of this theory is F. A. von Hayek in Profits, Interest, and 
Investment (London, G. Routledge and Sons, 1939). See also L. M. Lachmann, “A Re¬ 
consideration of the Austrian Theory of Industrial Fluctuations,” Economica, 7:179— 
196 (1940). 

80 This principle was first expounded by D. Ricardo in Principles of Political 
Economy (New York, E. P. Dutton and Company, 1926). It should be noted that 
Ricardo recognised that hiB analysis was applicable only to the long run (see for 
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wages remain relatively inflexible over the cycle, while prices are free to 
vary, then the full effect of this changing relation can be subjected to 
detailed analysis. 

In the upswing as prices tend to rise as a reflection of increasing de¬ 
mand and the rising tempo of business activity, businessmen will find it 
increasingly profitable to turn over their capital more quickly rather than 
to invest it in long-term labor-saving equipment. Speculative holdings of 
commodities and securities and technical processes of short duration will 
become more attractive than capital intensification. The reason for this 
change can be illustrated by a simple table: 
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* F. A. von Hayek, Profits, Interest, and Investment (London, G. Routledge and Sons, 1939), p. 9. 


In equilibrium, the profit rates per turnover period will be proportional to 
the length of the turnover period, so that they all will be equal per annum 
(say, 6 per cent). When prices rise, the time rate of profit will be increased 
much more for labor invested for short periods than for labor invested for 
long periods. 21 Consequently, businessmen will be induced to use more 
direct labor with their machinery and will find it profitable to buy less 
durable, less expensive, and less labor-saving machinery. In other words, 
the fall in real wages (i.e., the rise in prices relative towages) which occurs 
during the boom phase tends to diminish the demand for the output of the 
capital goods industries while increasing the tendency to speculation, 
and thus produces the crisis which ushers in the depression. 

On the other hand, revival from the depression is generated by an 

example his letters to Malthus), and he would probably have been the last person to 
apply his substitution effect to business cycle analysis if such had existed at his time. 

21 F. A. von Hayek, Profits , Interest , and Investment (London, G. Routledge and 
Sons, 1939), p. 11. 
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opposite set of circumstances. In depression, prices fall while wages are 
maintained, with the result that real wages rise. The consequent fall in 
the rate of profit makes substitution of machinery for labor more profit¬ 
able, and although at first the effect of this may be small, it is contended 
that eventually a point will be reached when the higher level of real wages 
will lead to an increase of investment and a revival of business activity. 

If this relationship, as outlined, were a dominant force in the genera¬ 
tion of the business cycle, union organization would probably exaggerate 
the amplitude of cyclical fluctuations in business activity. To the extent 
that unions increase the lag of money wages behind prices in the latter 
stages of the boom, the rise in the rate of profit in industries which can 
substitute labor for capital—i.e., use less capital per unit of labor—will be 
accelerated and this in turn will decrease the demand for machinery, 
diminish the volume of investment and so produce the crisis. In the de¬ 
pression, the greater degree of stickiness imparted by unionism to wage 
rates will tend to induce too intensive a substitution of machinery for 
labor and consequently set the stage for another orgy of excessive invest¬ 
ment which characterizes the boom. Indeed, for this very reason, this 
theory justifies wage cuts in depression on the ground that it is desirable 
to prevent the rate of profit from falling too low and real wages from rising 
too high in the later stages of depression. 22 

This rather mechanistic theory is subject to a number of criticisms, 
most of which stem from the fact that substitution is primarily a long-run 
process which is not well adapted to the explanation of short-run cyclical 
changes in investment. According to this theory, it would be expected 
that most labor-saving equipment would be introduced in times of falling 
prices and declining business activity, because at such times the level of 
real wages is likely to be at its highest. This ignores the fact that the 
greatest gains in introduction of labor-saving techniques are made at a 
time when general investment is expanding and business expectations are 
favorable. The importance of general business expectations in determining 
the level of investment expenditure is well illustrated by the results of a 
survey conducted in 1933 by a committee of prominent industrialists to 
determine the reasons for absence of equipment purchases. The two an¬ 
swers most commonly given to explain the failure to purchase machinery 
were “Volume first has to increase,” and “Business has to improve.” 23 
A rise in the level of prices relative to wage rates frequently heralds both 
of these conditions and therefore usually provides a substantial stimulus 
to long-term investment. 

** F. A. von Hayek, Profits, Interest , and Investment (London, G. Routledge and 
Sons, 1939), p. 62. 

« Mechanical Engineering (February 1934), pp. 85-86. Replies were received from 
169 companies in 13 different industries. 
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Furthermore, recent empirical investigation has revealed that in many 
companies technological change is more a function of output than of the 
relation of the prices of the factors. Companies, in considering the advis¬ 
ability of introducing a new labor-saving machine, frequently multiply 
estimated savings per unit of output by a forecast of production. 24 The 
result is a considerable stimulus to investment in new techniques during 
periods of expanding sales when prospective output is large, rather than 
in times of falling prices and declining output. 

Even though a rise in prices relative to wages increases the time rate 
of profit on less capitalistic methods, the favorable effect upon business 
expectations is so much more important that capital investment and sub¬ 
stitution of capital for labor is likely to increase despite the fall in real 
wages. Mechanization and expansion go hand in hand in the boom—this is 
the boom—and the fall in real wages, if indeed it does occur, 26 does not 
change the direction of this process. 

On the other hand, in a period of depression, while the rise in real 
wages may increase the profitability of the more capital-using processes 
of production, lack of business confidence and excessive caution bom of 
the losses of the downturn make desirable a more rapid turnover of capi¬ 
tal. In most depressions, revival comes about because the marginal effi¬ 
ciency of capital is raised on all investment—short and long term—by the 
expectation of rising prices and/or rising consumer demand. On the whole, 
the substitution effect would seem to be an unreliable mechanism oil 
which to pin the hope of recovery from depression. 

Wage Policy as a Recovery Measure 

Is wage policy an effective means to achieve recovery from depression? 
The answer would seem to be no, if manipulation of wage rates to the 
exclusion of other devices is intended. The causes of depression are too 
complex and the distortion of the cost-price structure too serious to render 
it possible for changes in one cost factor alone to produce recovery. In 
most situations, therefore, wage policy must be combined with other 
measures if any substantial progress is to be achieved in raising the level 
of income, production, and employment. 

The question still remains, however, what form such action in the 
field of wage policy should take, even if it is only a partial solution. Are 

24 This technique is used, for example, by the International Harvester Company. 
See TNEC Monograph No. 5, Industrial Wage Rates , Labor Costs and Price Policies , 
p. xxv. 

28 Hayek’s theory of the cycle rests on the assumption that real wage rates tend 
to fall in the upswing and rise in the downswing. Statistical investigation suggests, 
however, that when money wages are rising in the upswing, real wages generally rise 
also. See L. Tarshis, “Changes in Real and Money Wages,” Economic Journal (March 
1939), p. 150. 
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general wage reductions desirable in depression, or should wages actually 
be raised to increase consumer purchasing power? The first question is 
not entirely academic. Should a severe depression of the 1933 variety 
recur in the future, even strong union organization probably could not 
prevent some wage reductions. Moreover, the effect of a wage reduction 
may, to some extent, be duplicated in less obvious forms, such as by in¬ 
creasing prices relative to wages, or by a wage subsidy. Finally, it should 
be recognized that actual wage rates fluctuate more than published wage 
rates, since in periods of depression unions attempt to maintain the estab¬ 
lished rate in collective agreements, even though they may sanction 
individual bargains below it by union members. 

Wage Reductions in Depression 

Most theorists agree that it is the fluctuation in investment which is 
responsible for the oscillation in production and employment which we 
call the business cycle. Movements in investment expenditure usually 
lead movements in consumption and in general business activity. For 
example, the recovery of 1921 began with an increase in investment. 
Gross investment rose by 1.8 billions from 1921 to 1922, while consump¬ 
tion expenditures were still falling. 26 In the recovery of the thirties, in¬ 
vestment started up first, rising by .7 billions from 1932 to 1933, while 
consumption was still falling. In the downturn of 1929, there is some dis¬ 
agreement as to the relative movements of consumption and investment 
in point of time, 27 but it is established that investment fell sharply from 
1929 to 1930, while consumption fell only by a small amount. 28 

Thus, if it is possible to secure a revival of investment in a depressed 
period, the way will be paved for a rise in income and employment. Can 
this result be achieved through wage reductions? The volume of new 
investment is determined by the relation between the rate of interest and 
the marginal efficiency of capital. 29 Any influence which tends to lower the 
rate of interest or to raise the marginal efficiency of capital will increase 

26 A. Hansen, Fiscal Policy and Business Cycles (New York, W. W. Norton and 
Company, 1941), p. 49. 

27 F. 0. Mills puts 1928 as the peak for practically all construction, and 1927 as 
the peak for factory and commercial buildings, in Economic Tendencies in the United 
States (New York, National Bureau of Economic Research, 1932), pp. 265-267. 
J. M. Clark, on the other hand, observing the movement of durable goods, finds that 
the decrease in consumption preceded that of other industries, Strategic Factors in 
Business Cycles (New York, National Bureau of Economic Research, 1935), p. 113. 
The conflicting evidence is compared in J. Estey, Business Cycles (New York, Prentice- 
Hall, 1941), pp. 333-334. 

28 J. Estey, Business Cycles (New York, Prentice-Hall, 1941), pp. 333^-334. 

29 The marginal efficiency of capital is defined as the relation between the prospec¬ 
tive yield of a capital asset and its supply price. J. M. Keynes, The General Theory of 
Employment , Interest , and Money (New York, Harcourt, Brace and Company, 1936), 
p. 135. 
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the amount of investment. As we have seen in the previous chapter, a 
reduction in the level of wages may reduce the rate of interest by diminish¬ 
ing the need for cash. However, this particular reaction is of doubtful 
efficacy in depression since the rate of interest is likely to be low anyhow. 
Moreover, in severe depression, the marginal efficiency of capital may 
fall to a level even below the minimum to which interest rates can be 
reduced, so that wage cuts will have no effect on the margin between the 
marginal efficiency of capital and the interest rate. The intermediate costs 
of bringing borrower and lender together, and the allowance for risk, 
especially for moral risk, which the lender requires over and above the 
pure rate of interest may make it impossible to reduce interest rates below 
a certain minimum figure. 30 

If wage reductions could increase employment and investment only 
through the medium of the interest rate, there would be little to recom¬ 
mend them as a recovery measure since the same effect upon interest 
rates could be produced with much less friction simply by increasing the 
quantity of money while wage rates remain stable. But there are other 
ways in which wage reductions may contribute to recovery. The marginal 
efficiency of capital is a measure of the anticipated profit rate on new 
investment, and this rate will be determined by the margin between 
anticipated costs and prices. At some juncture, a substantial wage reduc¬ 
tion, made with finality, may be interpreted by management as a “sign 
to go ahead’’ on the theory that the bottom has now been reached and 
that henceforth the movement of both wages and prices will be upward. 
It is questionable, however, whether wage reduction can be accomplished 
with such finality in a free labor market where wage policy is determined 
by collective bargaining between many unions and individual employers. 

In Australia in 1931, wage levels were reduced 10 per cent by order 
of the Commonwealth Arbitration Board, 31 a reduction which is generally 
credited with having contributed to Australia’s recovery from the depres¬ 
sion. 32 But in the United States, the typical pattern has been one of slow 
piecemeal reduction, in which each cut suggests the imminence of another. 
Such a continuous downward movement in wages may raise a substantial 
impediment to recovery; for the effect of an expectation that wages are 
going to decline, say, by 2 per cent in the coming year will be roughly 
equivalent to the effect of a rise of 2 per cent in the amount of interest 

80 J. M. Keynes, The General Theory of Employment , Interest, and Money (New 
York, Harcourt, Brace and Company, 1936), p. 208. 

81 About 400,000 workers, roughly 20 per cent of the workers of Australia, had 
their real wages reduced 10 per cent by the Commonwealth Arbitration Board. 
G. Anderson, “ Wage Reductions in Australia,” Economic Record (May 1931), p. 118. 
Wages Boards in Victoria and Tasmania followed the lead of the Commonwealth 
Board. See W. R. Maclaurin, “Compulsory Arbitration in Australia,” American 
Economic Review, 228:73 (1938). 

88 W. R. Maclaurin, Economic Planning in Australia (London, P. S King and Son 
1937), p. 249. ’ 
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payable for the same period. 88 As a consequence, businessmen are encour¬ 
aged to postpone commitments until the deflationary spiral has run its 
course. 

Since a reduction in wage rates will reduce the cost of new equipment 
as well as the cost of operating it, it might be thought that the anticipated 
profit margin would thereby be raised. This would probably be the case 
if the reduction in wages could be confined to the capital goods industries. 
But when the wage reduction is general, it not only reduces costs, but also 
demand, and therefore, ceteris paribus , there is no reason why the expected 
profit rate should be higher in the new position than in the old. 

As a matter of fact, however, it is quite possible that wage reductions 
will actually aggravate the depression rather than contribute to recovery; 
for the decline in wages and prices may deepen business pessimism and 
increase the number of bankruptcies and business failures. To many 
hard pressed companies on the verge of bankruptcy, reduction in indebt¬ 
edness may seem more important than the expansion of plant and pro¬ 
duction; therefore any savings achieved through a reduction in the wages 
bill may simply be used to pay off indebtedness to banks and thus be 
lost to general circulation. This possibility is of crucial importance in un¬ 
derstanding the repercussion of wage reductions upon employment; for 
since the immediate effect of a wage cut is a decline in the demand for 
consumers goods, expenditures by business for capital goods, inventory 
accumulation, or expansion of production must increase by a compensat¬ 
ing amount to prevent a gap in the chain of income payments. Because 
employers in a depression are typically in a cautious mood, it seems prob¬ 
able that the volume of business spending will not ordinarily revive 
quickly enough with the result that the wage reduction will produce a net 
contraction in effective demand. 

The ideal procedure would be to make adjustments in wage rates at 
the first sign of recession, before businessmen had developed a strong 
feeling of caution and when reductions in cost would be more likely to 
produce a prompt increase in spending by business concerns. A wage 
reduction of modest propositions at such times might also raise the mar¬ 
ginal propensity to consume by reducing savings. Expenditures for dur¬ 
able consumers goods compete with savings; if automobiles, refrigerators, 
and other durable consumers goods have risen too high in price during the 
course of the boom, consumers will postpone purchases until these articles 
come down to what they believe to be a reasonable level. A moderate 
wage cut at such time may make possible a sufficient price reduction to 
induce potential purchasers to use savings for these acquisitions. Of 
course, the danger is that the fall in income will cause many low-income 
groups to postpone purchases of expensive durable goods even farther 

r,! J. M. Keynes, The General Theory of Employment , Interest , and Money (New 
York, Harcourt, Brace and Company, 1936), p. 266. 
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into the future. The best results in so far as stimulating recovery is con¬ 
cerned would be achieved by restricting the wage reduction to the durable 
goods industries, thus limiting the deflationary effect upon general de¬ 
mand. Just as a wage cut would be most effective in stimulating invest¬ 
ment if it were limited to the capital goods industries, so a wage reduction 
would prove most effective in inducing “investment ” in consumers dur¬ 
able goods if it could be restricted to the latter group of industries. 

On the whole, general wage reductions do not hold forth much promise 
as a recovery measure. The key factor which must be reached is the rate 
of new investment, and wage reductions, by and large, are a clumsy 
means of stimulating this variable. Revival of investment in a depression 
period is rendered difficult by the large amount of excess capacity and 
surplus stocks which exist at such times. Until these are eliminated—by 
obsolescence or gradual depletion—it is difficult for a purely internal 
change, such as a wage reduction, to start the economic system moving 
again. A steel manufacturer is not likely to build a new plant at the bot¬ 
tom of the depression merely because wage rates have been reduced. 
Lower wage rates and lower interest rates may make conditions more 
conducive to recovery when a favorable external factor—such as a good 
crop, or a new invention—impinges upon the economy and raises profit 
expectations. But of themselves, these measures are relatively ineffective 
to promote recovery. 

For wage reductions to function as an effective recovery measure, two 
prime difficulties must be overcome: (1) the tendency of a wage cut to 
produce anticipations of a further fall in wages and prices; (2) the tend¬ 
ency of a wage reduction to contract effective demand. Mention has al¬ 
ready been made of the first difficulty, and it is not easy to see how, in the 
absence of government intervention, this obstacle can be entirely over¬ 
come. Perhaps if collective bargaining proceeds more and more on an 
industry-wide basis, ultimately associations of employers might be able 
to confer with the two major labor federations and together agree to 
limit wage reductions in the key industries to a specific amount. It must 
be admitted, however, that at least in the near future, it seems doubtful 
whether most union leaders could make such an agreement and still re¬ 
tain the allegiance of their membership. Moreover, the divergent interests 
of employed and unemployed union members may come into sharp con¬ 
flict over the question of the proper wage policy. For example, in the 
downturn of 1937, many unemployed members of the American Federa¬ 
tion of Hosiery Workers were willing to accept a 6 per cent wage reduction 
proposed by employers, but the employed union members refused to do 
so.* 4 

84 How Collective Bargaining Works (New York, The Twentieth Century Fund, 
1942), p. 501. 
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The second difficulty, however, can be met in a number of ways. Col¬ 
lective bargaining agreements might be phrased in terms of income rather 
than wage rates. During the depression, for example, in negotiations for a 
reduction of railroad wages, the railway unions attempted unsuccessfully 
to bargain fora partial maintenance of income. 35 Contracts based on main¬ 
tenance of income rather than wage rates would guarantee workers that 
their standard of living would not be impaired, and at the same time 
would afford employers the benefit of reduced costs. Thus, during the de¬ 
pression of 1933, it would have been to the advantage of the building 
trades to have agreed to a reduction in wage rates in return for a guaran¬ 
tee by the employer of a sufficient number of weeks of work to maintain, 
or to increase, their annual income. 

Another more general plan by which costs can be reduced while de¬ 
mand is maintained is by combining wage reductions with an effective 
program of public works financed through a budgetary deficit. The public 
works program, however, must not be managed in such a way as to nullify 
the purpose of the wage reduction—which is to achieve a reduction in 
costs. In 1933, wages paid on public projects exceeded rates on private 
work with the result that labor costs in construction were maintained at 
an arbitrarily high level. A third possibility would be to grant wage sub¬ 
sidies to private industry. The effect of such subsidies is to reduce wage 
costs by the amount of the subsidy and at the same time to increase 
effective demand by the extent to which the subsidies are financed 
through borrowing. 

Wage Increases in Depression 

The argument for wage increases as a recovery measure embodies the 
same analytical approach as that which has been used to attack the 
alleged benefits flowing from general wage reductions. The crux of the 
agrument in both cases is that we must look to the economy as a whole 
and not to the individual firm in order to appraise the efficacy of the wage 
change in promoting employment. Thus, an increase in wage rates in one 
firm will not ordinarily provide a basis for more jobs, since the rise in wage 
rates simply increases costs without measurably altering the demand for 
the output of this particular employer. But when wage rates are increased 
generally throughout the economy, the effect of these increased disburse¬ 
ments upon general consumer demand cannot be ignored. If there are no 
leakages, and if the banking system expands the quantity of money 
sufficiently to maintain a higher level of prices without a rise in interest 
rates, then the rise in wage cost need not reduce employment and may 

** See S. H. Slichter, “The Adjustment to Instability/' American Economic Review , 
26:207 (1936, supplement). 
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even increase it if the rise in wages and prices is taken as an indication of 
the end of the deflationary downturn. 

Ordinarily an increase in employment in the short period would be 
expected to accompany a fall, rather than a rise, in real wages, because 
with fixed equipment an increase in output can be produced only at rising 
marginal costs. However, in a depression period, the existence of unused 
plant and equipment and the widespread operation of industry at less 
than optimum capacity may make possible a rise in money wages and 
employment with a less than proportionate increase in prices. This con¬ 
sideration was one of the motivating factors in the NRA program of 1933 
which sought to achieve recovery by expanding wage earners* buying 
power. The NRA recovery program achieved a small increase in real 
wages from June 1933 to June 1935; the index of weekly industrial earn¬ 
ings rose from 70 to 80 while the cost of living rose from 96 to 107.5. Real 
wages thus rose from 72.9 to 74.3. 36 

To some extent, the same difficulties are encountered in increasing 
employment through wage increases as are met in the attempt to stimu¬ 
late employment through wage reductions. Whereas in the latter, debt 
repayment by businessmen will produce a gap in the circular income flow, 
so, in the former case, the utilization of larger wage receipts by employees 
to reduce their indebtedness will diminish the effectiveness of the wage 
increase in promoting full employment. There is, however, a more funda¬ 
mental difficulty inherent in a program which seeks to promote recovery 
through wage advances. This is the fact that wage increases tend to affect 
short-term, rather than long-term expectations, with the consequence 
that any favorable reaction upon investment incentives is likely to be 
reflected in increased inventory accumulation 37 rather than in the pur¬ 
chase of fixed plant and equipment. Consequently, a recovery movement 
which is generated by increased wages is likely to be extremely susceptible 
to speculative influences. One reason that the speculative collapse of 1937 
produced such a sharp curtailment in production and employment is the 
fact that long-term confidence had remained weak throughout the abor¬ 
tive boom, as evidenced by the tendency of businessmen to confine their 
buying of industrial equipment to replacement demands. 38 

On the whole, relatively few economic theorists favor wage increases 
as a device to achieve recovery in depression. An exception is the school 

38 C. F. Roos, NRA Economic Planning , Cowles Commission Monograph No. 2 
(Bloomington, Indiana, The Principia Press, 1937), p. 444. 

87 This suggests the possibility that in a unionized economy cycles in inventory 
accumulation may become of increased importance, thus giving more substance to 
the purely monetary theory of the cycle advanced by R. G. Hawtrey. (See above, 
p. 394.) 

38 S. H. Slichter, “The Downturn of 1937,” Review of Economic Statistics, 20:106 
(1938). 
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of underconsumption's who see in depression the cumulative effect of 
oversaving; in their view, wage increases are essential to reach the prime 
cause of the collapse of business, namely the deficiency in consumer pur¬ 
chasing power. However, even granting their argument that it is desirable 
—and even necessary—to raise the propensity to consume during depres¬ 
sion, this in itself is not enough to assure recovery. It is the propensity 
to spend, not the propensity to consume , that is the crucial factor in the 
cyclical process. If every increase in the propensity to consume were 
associated with a shift in the liquidity preference curve of employers and 
a decrease in expenditure on capital goods, it is clear that no stimulus to 
business recovery would be imparted by wage increases. 

A prime source of error in discussion of the business cycle is excessive 
concentration upon one factor in the cyclical process. Consumer expendi¬ 
ture is important, but so is business spending, and any policy which gives 
sole attention to the one without sufficient regard to the other is likely 
to fail in its objective. Those who assert that employment will be in¬ 
creased by a rise in wage rates are in effect assuming that the consumption 
function is more sensitive to wage changes than the investment function 
is to cost changes. There is certainly no necessity that this be so. Indeed, 
in times of depression, it is possible that investment will be the quicker 
to react to cost changes; for consumption is already maintained by gov¬ 
ernment subsidization, dissaving, and similar means. With widespread 
unemployment prevalent, the fortunate employed workers who find extra 
dollars in their pay envelopes may well consider it prudent to lay these 
aside in case they, too, are dismissed. On the other hand, employers feel 
the increase in costs immediately, and with profits low or non-existent it 
is questionable whether they will continue to operate long at an uneco¬ 
nomic output. To place recovery on a substantial basis, it is investment 
in fixed plant and equipment which must be stimulated. Wage increases 
may, of course, induce management to invest depreciation allowances in 
equipment which is more labor saving, but it is doubtful whether, during 
a period when long-term expectations are at a low level, higher wages 
produce any substantial expansion in investment based on the interest of 
management to displace labor. 

While this discussion suggests there is little to recommend a policy of 
raising wages in depression, the case for wage rigidity is much stronger. 
In view of the fact that there is no certainty that employment will be any 
larger if wages are reduced, there is much to be said for maintaining wages 
as they are, particularly in view of the fact that prices in many sectors 
of the economy are sticky, so that wage reductions might not be accom¬ 
panied by any adjustment in price. Moreover, it is important to maintain 
consumption because experience has demonstrated that new investment is 
not likely to revive until inventories have been used up, and this process 
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of depletion takes time. In the three years, 1933-1935, it is estimated 
that business inventories declined nearly four billion dollars 59 (measured 
in 1929 prices). This represents a considerable disinvestment and indi¬ 
cates the large amount of slack which needs to be taken up before invest¬ 
ment is likely to resume. During the intervening period of adjustment, 
maintenance of wages is desirable to prevent cumulative contraction. 

Summary 

This discussion serves to indicate that no unqualified conclusions can 
be drawn regarding the type of wage policy which should be adopted in 
depression. In a mild depression, a reduction in wage rates, if accompanied 
by a fall in the prices of producers goods, may shorten the period of ad¬ 
justment, particularly if long-term expectations have remained at a rela¬ 
tively high level despite the temporary business relapse. If, however, the 
depression is of the 1930-1933 variety, where the power of long-run 
dynamic forces is low and the demand for capital goods is highly ine¬ 
lastic, then a reduction in wage rates may only further contract purchas¬ 
ing power without contributing to the recovery of employment and 
production. 40 

Thus the efficacy of wage policy as a recovery measure depends upon 
the nature of the particular depression in which its use is sought. That 
the same wage policy cannot uniformly be applied in every business down¬ 
turn is not surprising; for each depression is in an important sense a 
unique event. In many depressions, wage alterations are simply not 
adapted to reach the fundamental source of maladjustment. In 1929, for 
example, wage reductions could not halt the deflation due to bank fail¬ 
ures, nor could they raise the depressed level of long-term expectations. 
On the other hand, in 1920-21, wage reductions did contribute to recovery 
because the high wage rates left over from the war inflation were them¬ 
selves a cause of the ensuing depression. 

89 S. Kuznets, National Income and Capital Formation, 1919-1936 (New York, 
National Bureau of Economic Research, 1937), p. 40. 

40 E. Lederer, “Industrial Fluctuations and Wage Policy,” International Labour 
Review, 39:5 (1939). * 
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Unions and the Business Cycle 


Systematic analysis of the effect of union organization upon the busi¬ 
ness cycle is rendered difficult by the diversity of policies which unionism 
encompasses. Not only is there great variation in the nature of union 
wage policies, but furthermore wage policy is only one aspect of union 
strategy. Non-wage policies, though often ignored in theoretical discus¬ 
sion, may have profound repercussions upon the contour of the cycle. 
For example, union policies restricting the introduction of machinery can 
affect the over-all rate of investment and thus alter the amplitude of the 
boom. 

The following discussion, although primarily concerned with the rela¬ 
tion of wage policy to the business cycle, will also examine the conse¬ 
quences of other aspects of union policy. We shall consider a number of 
avenues by which union organization may affect the business cycle: by 
changes in wage rates; by variations in efficiency; by work sharing; and 
by control of technological change. 

Wage Policy 

Union wage policies range all the way from the price consciousness of 
the American Federation of Hosiery Workers, who accepted a 40 per ceDt 
reduction in wage rates in the fall of 1931, 1 to the complete lack of regard 
for market conditions displayed by the United Mine Workers, who, 
despite declining employment, have not taken a single wage cut in the 
anthracite industry since the award of the Anthracite Strike Commission 
in 1903. Consequently, it is not easy to think of union wage policy in the 
aggregate as a meaningful economic datum. As a matter of fact, it is mis¬ 
leading even to use the term “union wage policy” in the sense of a clearly 
formulated program of action regarding the magnitude, nature, and scope 
of future wage movements. Some unions, it is true, have plans to stabilize 
wage rates, labor costs, or piece rates in the industry. 2 Other unions, 
because of the age and composition of their membership, may adopt vary¬ 
ing views as to whether union objective should be the highest possible 
wage rates, or the largest wage bill, or the highest wage bill plus unem- 

1 S. H. Slichter, “The Changing Character of American Industrial Relations,” 
American Economic Review, 26:134 (1938, supplement), note 28. 

’See S. Barkin, “Industrial Union Wage Policies,” Plan Age, 6:1-14 (1940). 

413 


414 


ECONOMIC THEORY OP LABOR 


ployment benefits. 8 But it is unlikely that such choice of objective will be 
explicit or the result of conscious planning; more often it is the result of 
trial and error, and of the conflicting interests of pressure groups within 
the union membership. “Union wage policy’’ is really a fiction adopted 
by the economist for the purpose of systematic analysis. It is an analytical 
tool rather than an observed fact of industrial relations. To the average 
union leader, immersed in the detail, conflict, and give-and-take of prac¬ 
tical wage negotiations, “wage policy” is an empty phrase. Collective 
bargaining becomes collective arguing, and union demands and decisions 
are openly opportunistic—the union objective being simply to obtain in 
any given situation the best possible terms for the union. 

Effect of Unions on Cyclical Wage Lag 

The precise effect which union wage pressure may be expected to have 
upon the course of wage rates during the cycle is subject to controversy. 
That union wage rates lag behind non-union rates in the downswing is 
fairly evident. For example, union scales in the building industry rose 
4.2 per cent in 1930 and continued to rise slightly into 1931, at a time 
when the deflation in general wages was well advanced. Union rates in 
general continued to rise well after the downturns of both 1920 and 1929. 4 
The relationship in the upswing, however, is by no means clear. Statis¬ 
tical data on this relationship are more misleading than helpful. The 
difficulty has been that there are no reliable long-term series showing 
union and non-union wage rates or hourly earnings in the same industry 
under approximately similar conditions. Until the last decade union or¬ 
ganization has been confined to a relatively few industries. Consequently, 
when the wage movements in these particular industries are compared 
with non-union industries or with the general wage level, any difference 
which appears is more likely to be caused by the peculiarities of the union¬ 
ized industry than by the fact that it is unionized. 

This difficulty vitiates much of the usefulness of the Douglas series, 6 
which purports to give a comparative picture of union and non-union 
rates from 1890 to 1926, the longest period covered by any such compara¬ 
tive statistics. The series consists of average hourly earnings and index 

•See J. T. Dunlop, Wage Determination Under Trade Unions (New York, The 
Macmillan Company, 1944), pp. 32 ff. 

4 S. H. Slichter, “The Changing Character of American Industrial Relations,” 
American Economic Review , 26:134 (1938, supplement). This lag may, of course, 
merely reflect a peculiarity of conditions in the construction industry (which follows 
its own pattern of oscillation, apart from the business cycle), rather than the influence 
of unionism. 

6 Paul Douglas, Real Wages in the United States , 1890-1926 (New York, Houghton 
Mifflin Company, 1930), chap. 6. Additional shortcomings of the series are pointed 
out in A. M. Ross, Trade Union Wage Policy (Berkeley, University of California 
Press, 1948), chap. 6. 
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numbers of money earnings and real earnings in 14 manufacturing indus¬ 
tries, 8 of which are classified as non-union and 6 as union. The non¬ 
union sample, however, is heavily weighted with such highly competitive 
industries as cotton textiles, boots and shoes, clothing and hosiery. These 
industries are among the first to be compelled to cut prices when business 
declines, and therefore they are usually the first to seek wage reductions. 
It is not surprising therefore to find that the non-union sample tended to 
lead the union sample in the downswing. The results in the upswing were 
not clear, but in view of the shortcomings of the series, it can be of little 
value in affording a statistical basis for our theoretical analysis of the 
business cycle. 

In estimating the significance of union organization upon the pattern 
of wage movements, it is essential to recognize that collective bargaining 
is only one of a number of factors which affect the timing and the size of 
wage adjustments. For example, reductions in the 1929-33 depression 
typically occurred first in those industries where labor costs were rela¬ 
tively more important and where competition in the product market 
forced price declines as buyer resistance developed. 6 The latter circum¬ 
stance may be of such compelling influence that it overshadows any 
tendency toward wage rigidity imparted by union organization. Indeed, 
one study of the 1929 downturn indicates that the lag in hourly wage 
rates behind the cyclical downward turning point in employment was 
actually greatest in industries which during the period were not union¬ 
ized! 7 This does not, of course, mean that unionism increased the down¬ 
ward flexibility of wages—it simply indicates that in those industries 
which happened to be unionized other factors were also operating which 
tended* to offset the rigidity of wage rates normally produced by union 
organization. 

Wage levels and the timing of wage changes are also a function of the 
size and location of plant, of the personalities of union leaders and man¬ 
agement officials, and of a myriad other factors which cannot be reduced 
to a simple formula. Moreover, since most statistics of wages are averages, 
the results are subject to many statistical pitfalls—shifts in the relative 
number of high and low paid workers, variation in number of hours 
worked, and so forth. Consequently, even if there were series available 
which purported to trace the movement of union and non-union wage 
rates down to date, much of our analysis would have to depend, nonethe¬ 
less, upon a priori deductions. 

How will the movement of wage rates differ in a highly unionized 

• JT. T. Dunlop, Wage Determination Under Trade Unions (New York, The Mac¬ 
millan Company, 1944), pp. 145-148. 

T J. Shister, “Note on Cyclical Wage Rigidity/’ American Economic Review, 
84:111 ( 1944 ). 
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economy from one in which there are no unions? With regard to the 
secular movement of wage rates, there is evidence that real earnings in 
highly organized industries have increased to a greater extent than have 
those in the less organized industries. 8 This suggests that union bargain¬ 
ing power enables money wages to gain on prices over the course of the 
cycle. It is not clear, however, whether this gain is achieved through 
rigidity of money wages in depression 9 while prices are falling, or through 
a reduction of the lag of wages behind prices in the upswing. On the 
whole, it seems probably that union wage contracts, running for one or 
two years will tend to increase the lag of wages behind prices in both 
upswing and downswing of the cycle. 

Whether actual wage movements in the future will evidence these 
characteristics will depend in part upon the flexibility of prices in the post¬ 
war economy and in part upon the nature of unionism itself. Union wage 
rates during a period of vigorous organizing activity tend to lead non¬ 
union wage rates (though the 1937 experience was an exception). Hence, 
if for the next few decades organizing activity and militancy are prom¬ 
inent characteristics of unionism, the lag of wages behind prices may be 
reduced in the upswing of the cycle. Another factor which will affect the 
behavior of union wage rates is the duration and degree of schism in the 
ranks of organized labor. Unions in a duopolistic position must concen¬ 
trate their energies upon that part of their activity which consists of 
“selling” high wages and “buying” members. Consequently duopoly in 
the labor market probably portends greater pressure for higher wages 
than monopoly. 

Where rival unions are seeking to attract members from one another, 
union power and prestige may hinge upon securing a wage increase one- 
half a cent greater than that obtained by a rival group. Union leaders 
bargaining in such circumstances are less reluctant to call a strike and 
more demanding in their wage negotiations. A case in point is the 1945-46 
wage negotiations in the meat packing industry. The Amalgamated Meat 
Cutters and Butcher Workmen, AFL, were ready to settle peaceably with 
the meat packers for a modest wage increase. The rival United Packing¬ 
house Workers of America, CIO, ridiculed the submissiveness of the AFL 
union and demanded a 30 per cent increase. As the negotiations pro- 

8 A. M. Ross, Trade Union Wage Policy (Berkeley, University of California 
Press, 1948), p. 117. Mr. Ross's data covers the years 1933-45, a period too short to 
permit of any generalizations regarding the cyclical behavior of union versus non-union 
wage rates. 

8 In 1938, as a result of union organization, wages were not reduced by the leading 
industries for the first time in the history of any depression in the United States. The 
U. 8. Department of Labor reports that only 791 out of 26,000 manufacturing estab¬ 
lishments covered in a survey made any reductions between January and July 1938 
when most of the reductions took place. See S. Barkin, “Industrial Union Wage 
Policies/' Plan Age , 6:10 (1940), 
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ceeded, the AFL Meat Cutters derided the strategy of the CIO and 
challenged its inflated promises and claims. But when the CIO group 
brought its own wage strategy to the brink of a strike, the AFL union 
declared for a solid front and called its members out on strike. 10 The coal 
strike of the spring of 1946 was similarly a manifestation of the struggle 
for power arid prestige by rival union leaders. The strike occurred after 
the employers had offered the miners an increase of 18J^ cents an hour. 
The strike was apparently called to demonstrate that John L. Lewis, 
president of the United Mine Workers, could obtain for his members a 
little bit more than other leaders had secured for their membership in 
related industries, which he did. 

Wage Changes and the Inducement to Invest 

In Chapter 15 we examined the effect of a general change in wage rates 
from the point of view of the economy as a whole. We there saw that if 
certain critical variables were held constant, the change in wage rates 
would simply be reflected in a corresponding change in the level of costs 
and prices, but that employment and investment would remain unaltered. 
Our postulated condition assumed that the marginal efficiency of capital, 
the rate of interest, and the marginal propensity to consume remained 
constant. The purpose of this analysis under such artificial hypotheses 
was to demonstrate that if wage changes do react, favorably or unfavor¬ 
ably, upon employment, the reaction is ordinarily brought about through 
the effect of the wage change upon one or more of these three critical 
determinants. In practice, of course, these variables will not remain con¬ 
stant, and therefore a change in wages will alter the volume of employ¬ 
ment. In this chapter we shall examine various possible repercussions 
which a wage change may have upon the rate of interest, the marginal 
propensity to consume, and the marginal efficiency of capital. 

Thus far in this book the marginal efficiency of capital has usually 
been loosely referred to as the anticipated rate of profit on new invest¬ 
ment. In more precise terms, it may be defined as the relation between the 
prospective yield of a capital asset and its supply price. 11 It is a fraction, 
the numerator of which denotes the current expectation of future returns 
of an investment and the denominator of which represents the current 
replacement cost or supply price of the investment. It is the prospective 
yield that is important; hence, it is through this variable that anticipa¬ 
tions as to the future influence present production plans. 

How will union wage adjustments over the cycle affect this variable? 

M. Selekman, “ Wanted: Mature Labor Leaders,” Harvard Business Review , 
24:412-413 (1946). 

11 J. M. Keynes, The General Theory of Employment , Interest , and Money (New 
York, Harcourt, Brace and Company, 1936), p. 135. 
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Assume that union wage increases, occurring during an upswing, begin 
in the steel industry and set a pattern for general wage adjustments 
throughout industry. Since the first impact is upon costs (thus increasing 
the denominator of the fraction representing the marginal efficiency of 
capital), it would seem that the inducement to invest would be favorably 
stimulated only if the expectation of future yields also increases. What is 
the most probable effect of union wage increases upon anticipations as to 
the future profit rate upon new investment? 

1. If the rise in wage rates tends to produce some initial unemploy¬ 
ment in marginal firms, the effect upon businessmen’s anticipations may 
be unfavorable, but on the whole it is likely that this repercussion will be 
obscured by the general underlying forces producing an upturn in business 
and employment. 

2. The expectation of future returns from a present investment may 
increase if the rise in wage rates is viewed as presaging an inflationary 
upswing. Inventory accumulation will be encouraged as a hedge against 
future higher prices and this, in turn, may react favorably upon the 
volume of investment in capital goods. 

3. If wage rates are expected to continue rising, entrepreneurs will 
anticipate that equipment will also increase in price because of the in¬ 
creased cost of construction. This means that capital equipment will be 
acquired at a highejr level of costs. Consequently, broad upward wage 
adjustments will be likely to set in motion a general movement to replace 
worn-out machinery before prices of capital goods rise further. 

4. The rise in Avage rates and prices will decrease the real burden of 
the national debt. In other words, a smaller physical volume of goods 
and services will now suffice to meet the annual intorest charges required 
to sendee the national debt. This possibility is considered of importance 
by some writers, 12 though it would seem that businessmen are more 
likely to be cheered by a reduction in the monetary size of the national 
deficit than by a reduction in its real burden. However, as applied to 
private debts, taxes, and other relatively fixed obligations, the rise in 
prices will have a favorable effect and may raise the general tenor of 
business confidence. 

5. On the other hand, the rise of wage costs may have a depressing 
effect upon investment in capital goods. This would be particularly so if 
labor in the capital goods industries were more highly organized than in 
the economy at large, and if the wage increase were larger in the former 
than in the latter. Even if the rise in costs is offset by a rise in prices, new 
investment may be discouraged because the higher level of costs increases 

12 J. M. Keynes, The General Theory of Employment , Interest , and Money (New 
York, Harcourt, Brace and Company, 1936), p. 264. 
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the risks involved in starting new businesses. Much of the new investment 
and employment in a boom period is furnished by new enterprises. Fre¬ 
quently these are started on small capitals—particularly in retailing and 
light manufacturing. High union rates facing such companies upon forma¬ 
tion increase the amount of capital required to enter the industry and 
may thus discourage some prospective entrepreneurs from entering. A 
further discouragement to new investment and expansion is afforded by 
the prospect that aggressive union wage policy will prevent the plowing 
back of profits and thus limit the expansion of the business. 

Cyclical Wage Adjustments and the Rate of Interest 

Union wage changes during the cycle may affect the rate of interest 
in two ways. In the first place, a change in the volume of wage disburse¬ 
ments will alter the need for cash and thus affect entrepreneurial borrow¬ 
ing for working capital purposes. In the second place, broad union wage 
adjustments will affect the tenor of business confidence and thus affect 
the schedule of liquidity preference 13 of the community. 

Some economists take the view that the only way wage changes can 
affect the volume of employment is through the effect of the wage change 
upon the need for cash and through this upon the interest rate. For exam¬ 
ple, if wages and prices rise, businessmen will be compelled to increase 
their working capital to meet the larger cash requirements for wages. With 
a given supply of money and credit, the increased demand for funds will 
tend to raise the price for money which is the interest rate. A higher inter¬ 
est rate will make investment less attractive and therefore industrial pro¬ 
duction and employment will be curtailed. Conversely, if wages and 
prices fall, the need for cash will be diminished, interest rates will tend 
to fall, and investment and employment will be stimulated. However, if 
interest rates have already reached such a low level that they cannot be 
further reduced, but the marginal efficiency of capital is still below the 
interest rate, then wage reductions will fail to stimulate investment and 
employment. 

Most discussions of the effect of wage reductions on the rate of interest 
proceed on the implied premise that the instantaneous elasticity of de¬ 
mand for labor is less than unity. Thus the leading exponent of this view, 
in discussing the effect of a reduction in wage rates, states: “The reduction 
in the wages-bill, accompanied by some reduction in prices and in money- 
incomes generally will diminish the need for cash for income and business 
purposes.” 14 But suppose the relative reduction in wage rates occurs at a 
time when demand for labor is elastic. It is arguable that this may be the 

18 This concept is defined and explained in detail below, p. 420. 

14 J. M. Keynes, The General Theory of Employment , Interest , and Money (New 
York, Harcourt, Brace and Company, 1936), p. 263. 
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situation even in periods of depression. 16 In this event, employment would 
increase temporarily at least, and so would the wage bill. The reduction 
in prices would decrease the need for cash, but the rise in the wage bill 
would increase the need for working capital and so exert an influence on 
the interest rate in the opposite direction. Assuming that the other de¬ 
terminants of equilibrium remain constant, if the repercussions on the 
interest rate are exactly compensating, the interest rate would not change 
at all from its original position before the wage reduction and therefore it 
would seem that the high level of employment could not be permanently 
maintained. 

Wage adjustments may also affect the rate of interest by altering the 
schedule of liquidity preferences for the community. Liquidity preference 
is simply the desire to hold money in the form of cash. The interest rate 
equilibrates the quantity of money and the schedule of liquidity prefer¬ 
ence for the community. The liquidity preference schedule may be defined 
as the demand curve for liquid cash balances in terms of the interest rate. 
It measures along the x axis the amount of cash that people wish to hold 
at various interest rates which are measured along the y axis. A shifting 
to the right of the liquidity preference curve means that at given interest 
rates, people wish to hold larger cash balances. When such a shift occurs, 
and the amount of money remains constant, the rate of interest will rise. 
This reaction comes about because people will sell securities and other 
non-liquid assets in order to acquire cash balances to hold in their stead. 
The effect of their action will be to lower the price of securities which is 
equivalent to a rise in the market rate of interest. 

Collective bargaining, by taking the control of wages out of the em¬ 
ployer’s power, probably makes for greater uncertainty as to the future 
of business prospects. It may therefore induce a more cautious policy 
with regard to carrying cash balances adequate to meet unforeseen eventu¬ 
alities. (However, union contracts running for several years and fixing 
the level of wage rates during that period would tend to offset this.) More¬ 
over, union wage demands accompanied by widespread strikes tend to 
diminish business confidence and thus may increase the desire to hold 
cash. Consequently, union wage increases may have a more unfavorable 
effect upon the rate of interest than ordinary wage adjustments would 
have in a non-union economy. 

Liquidity preference may also be expressed as a function of expected 
rates of profit, rather than of current rates of interest. In other words, 
measuring anticipated profit rates along the y axis and the amount of cash 
balances businessmen will wish to hold along the x axis, a curve can be 

15 Professor Slichter suggests that the fact that plants are undermanned in de¬ 
pression is one factor making for an elastic demand for labor. S. H. Slichter, “The 
Adjustment to Instability,” American Economic Review , 26:205 (1936, supplement). 
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derived indicating the relationship between these two variables. As the 
anticipated rate of profit declines, businessmen will increase the amount 
of their cash holdings, preferring to hold funds idle rather than to risk 
them in unremunerative investments. Given such a relationship, union 
wage demands which cut into current profits and diminish the prospect 
of future profits may reduce the incentive to invest and thereby increase 
management liquidity preference. Unless the quantity of money is ex¬ 
panded, this augmented demand for liquidity coupled with the increased 
need for cash for wage disbursements will raise the rate of interest and 
curtail employment. Thus, concerted union wage pressure produces a 
situation well described by one writer as a world in which there is a con¬ 
stant race between the banks, the creators of credit, and the business 
agents of trade unions, with the problem of underemployment solved only 
if the banks can maintain a constant lead. 16 

Wage Changes and Effective Demand 

In the last decade, wages, previously considered primarily as a cost 
of production, have come to be viewed also as the predominant part of 
the income stream required to sustain the demand for the products of 
industry. Changes in wage rates can affect the level of effective demand 
in two ways: 

1. By altering the total volume of money income which in each period 
is paid out to all income recipients, including wage earners. 

2. By altering the proportion of an otherwise unchanged total income 
stream which accrues to wage earners. 

The first avenue of variation depends upon the readiness of the bank¬ 
ing system to expand or contract credit in response to changing needs for 
cash for wage disbursements. In the boom stage of the cycle, for example, 
wage demands are likely to be met by increased short-term borrowing 
from the banks to finance the increased payroll (increased because in 
prosperity the elasticity of demand for labor is likely to be smaller than 
unity), thus contributing to the inflationary forces. On the other hand, 
it is conceivable that a wage cut in depression under some circumstances 
would increase total effective demand. This would be so if the demand 
for labor had an elasticity greater than unity, and if entrepreneurs main¬ 
tained their former rate of investment, financing the additional funds 
needed for wage payments by borrowing from the banks or by dishoarding. 

The second repercussion of wage changes is affected by two conditions: 
the elasticity of demand for labor, and the elasticity of supply of par¬ 
ticular pockets of labor throughout the economy. If the elasticity of 
demand for labor is less than unity, then by definition the total income 

16 J. Viner, “Mr. Keynes on the Causes of Unemployment/' Quarterly Journal of 
Economics , 51:149 (1936). 
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of labor will be augmented when wage rates rise. This need not, however, 
coincide with an increase in total effective demand, since employers may 
restrict their own purchases of consumption goods or of capital goods by 
a corresponding amount. A change in the wages bill is likely to react more 
quickly on wage earners’ expenditure than a change in profits will react 
on profit earners’ expenditure. 17 Of course, even if the total money supply 
remains the same, the demand for goods and services may be increased 
because of a favorable change in the velocity of circulation. 

Nevertheless, the possibility that increased expenditures by labor 
may be offset by decreased expenditure on capital goods, leaving total 
expenditure unchanged holds an important lesson for cycle theory which 
is particularly pertinent in connection with examination of the under¬ 
consumption theory. It is not the propensity to consume which is impor¬ 
tant so much as the propensity to spend. If every increase in the demand 
for consumers goods is associated with an increase in liquidity preference 
on the part of potential investors, effective demand will in the end be no 
larger despite the rise in wage disbursements. 

The proportion of national income which is received by labor will 
depend not only upon the elasticity of demand for labor, but also upon 
the elasticity of labor supply. Thus, suppose that the demand for labor 
has an elasticity greater than unity, so that employers would be willing 
to hire substantially larger amounts of labor at a lower wage rate if it 
were available . The availability of labor at a lower wage rate will be in 
part a function of labor mobility—that is, the rapidity with which labor 
can move from place to place to fill all the new job opportunities available 
at the lower wage rate. Thus with a high labor mobility, available jobs, 
under any given aggregate income outlay, would be promptly filled, thus 
raising the proportion of wage payments to total income payments. 18 
Union preference for seniority, and restrictions on movements from trade 
to trade diminish labor mobility, and therefore reduce the tendency of 
wage reductions to augment consumption expenditures. 

Unions and the Multiplier 

Unions may affect the contour of the cycle by altering the proportion 
which wage income constitutes of total income. The effects of shifts in 
income from one economic group to another are not yet fully understood, 
but it is probable that a shift of income to wage earners at the expense 
of the fixed income and entrepreneurial class will increase the marginal 
propensity to consume of the community as a whole. 

17 E. R. Walker, “Wages Policy and Business Cycle,” International Labour Review, 
38:765 (1938). 

18 A. C. Pigou, Lapses from Full Employment (London, Macmillan and Company, 
1945), p. 59. 
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The marginal propensity to consume, may be defined as the rela¬ 
tionship between an increment of income and the expenditure on con¬ 
sumption out of this increment. Thus, if the community were to spend 
every extra dollar of income it receives, the marginal propensity to con¬ 
sume would be equal to unity. This condition is not likely to be realized 
in any advanced capitalistic economy, although it may be true for the 
very low income groups. On the other hand, if part of the additional 
increment is saved and part spent, then the marginal propensity to con¬ 
sume will be less than one. 

By the use of this concept, together with the related concept of the 
multiplier, it is possible to show what effect increments of investment will 
have upon total income. The multiplier—denoted K—tells us that when 
there is a sustained increment of aggregate investment (per period of 
time), income will increase by an amount which is K times the amount 
of the investment. The multiplier is related to the marginal propensity 
to consume, since the effectiveness of the increment of investment in 
raising income in each succeeding income period will depend upon the 
“leakages” in the form of savings at each turnover. 19 

An increase in the marginal propensity to consume increases the value 
of the multiplier. With a higher multiplier, a given increment of invest¬ 
ment will yield a larger total increase in income, and thus make it easier 
to achieve full employment. But conversely, a given decrement of invest¬ 
ment will produce a greater decline in total income. Consequently, to the 
extent that unions are successful in raising the marginal propensity to 
consume of the community, they thereby increase the potential instabil¬ 
ity of the system and subject it to the risk of greater oscillation in income 
and employment. 

Mitigation or Aggravation of the Cycle 

There are further ways in which union wage policy 20 may affect the 
cyclical fluctuation of the economic system. 

19 The relation between the two concepts may be indicated by the formula: 


90 Cyclical instability may also be affected by non-wage union policies such as 
preference for seniority in layoffs. Seniority plans tie a man closer to his job. They 
therefore reduce the mobility of labor. As a consequence, an increasing tdemand for 
labor which is unevenly distributed over the economy is more likely to be reflected 
in higher wages, since the seniority provisions will induce men to remain at their jobs 
rather than to seek positions elsewhere at a higher wage but less secure tenure. On the 
one hand, this circumstance may add to the inflationary nature of the upswing and 
thus aggravate the problem of eventual adjustment. On the other hand, it is con¬ 
ceivable that the earlier reaction of money wages will check the expansion by reducing 
profits and raising the interest rate, thus shortening the length of the boom. 
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1. In the first place union organization tends to accentuate the tend¬ 
ency toward uniformity and simultaneity of wage adjustments within 
given industries and within the economy as a whole. While in many 
industries sympathetic intraindustry wage movements deriving from oli¬ 
gopolistic price policies antedate union organization, union pressure has 
tended to spread and to make explicit uniformity as a cardinal basis of 
wage policy. There is now, in a sense, double pressure for uniformity of 
wages—from the competitors of the individual employer, and from his 
employees themselves. Industrial unions, in particular, are interested in 
maintaining a stable and uniform wage structure; for price cutting based 
upon wage cutting by other employers in an industry endangers the union 
position. Union efforts to secure and maintain uniformity of wage levels 
within an industry tend to give rise either to simultaneous adjustments of 
wage levels by all firms within an industry acting as a group, or to suc¬ 
cessive wage increases which give the appearance of a leader-follower 
relation. Already, in many of our most important industries, this pattern 
is in evidence. Both with regard to the timing and size of wage increases, 
industry considerations tend to dominate the individual employer. Com¬ 
panies find it expedient to make wage increases of about the same amount 
as other firms in the industry for to grant less would create difficulties 
with the union, while to grant more might antagonize or embarrass 
competitors. 21 

Furthermore, union organization has tended to accelerate the spread 
of wage adjustments from one industry to other industries. Thus the 18^ 
cent an hour adjustment in the automobile industry in 1946 was followed 
by similar adjustments in a wide variety of industries. Whereas in a non- 
unionized economy wage adjustments are likely to spread gradually, their 
size varying—depending upon local conditions, the profitability of the 
particular firm, and similar factors—in a unionized economy the wage 
adjustment tends to be duplicated by other industries as unions incorpo¬ 
rate the same sized demand in their own wage negotiations. For example, 
from August 1945 to May 1946, 60 per cent of workers receiving wage 
adjustments in metal working industries (excluding basic iron and steel 
and shipbuilding) received wage increases of 18 cents or more per hour. 22 

The result of this trend toward simultaneity and uniformity of wage 
adjustments in industry and economy is that a few key wage bargains 
influence the whole wage structure of the American economy. The num¬ 
ber of such key bargains probably is not more than between 25 and 50, 
and would include agreements reached in basic iron and steel, railroads, 


21 G. F. Bloom, “Wage Policies and Trends in the War Boom,” American Economic 
Review , 33:896 (1943). 

22 Monthly Labor Review , 63:342-345 (1946). 
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bituminous coal, meat packing, rubber, and automobiles. 23 When these 
strategic rates have been determined, then for all practical purposes the 
wage level has been set for the economy as a whole. The emergence of this 
pattern means that the sensitivity of the economic system to inflationary 
forces will be accentuated. An additional impetus to price increases will 
be afforded because wage increases appropriate to profitable firms in some 
industries will be applied through union pressure to less profitable firms 
in other sectors of the economy. The latter may be unable to meet such 
wage demands without making compensatory price adjustments. 

2. A second way in which union wage policy can affect the cyclical 
behavior of the economic system is by reducing the tendency toward dis¬ 
persion of the wage structure in depression periods. Studies of the business 
cycle have revealed variations in the propensity to consume which bear 
no relation to the general level of labor income and which can only be 
described by reference to variation in inequality of income distribution. 
In past depressions when union organization was less widespread, there 
is evidence that workers in the lowest hourly wage groups suffered larger 
reductions in income than the higher paid workers whose strategic bar¬ 
gaining power was greater. Between 1929 and 1931, there was some 
tendency for the lower quartile of men’s earnings to fall by a greater per¬ 
centage than the upper quartile. In the absence of any showing that the 
lower quartile of wage earners in each occupation had a higher rate of 
employment during the depression, a larger reduction in average hourly 
earnings in the low T est quartile tended to reduce disposable income most 
where the propensity to consume could be assumed to be highest. 24 

This tendency, however, will be counteracted by the growth of indus¬ 
trial unionism which has spread the bargaining power of higher paid 
strategically placed groups over those workers less favorably situated. 
The automobile industry affords an interesting example of the extent to 
which industrial unionism has improved the bargaining position and 
income of the lowest paid workers. In that industry, from 1937 to 1942, 
the rate differential between an unskilled sweeper and a highly skilled 
toolmaker was reduced from about 120 per cent to about 40 per cent. 26 
This improvement in the bargaining position of poorly paid workers 
should counteract the tendency evident in the past for this group to re¬ 
ceive the sharpest reductions in incomes. The degree of deflation in depres¬ 
sion would thereby be minimized. 

M J. T. Dunlop, American Wage Determination: The Trend and Its Significance , 
Economic Institute on Wage Determination (Washington, Chamber of Commerce of 
United States, 1947), p. 42. 

14 J. T. Dunlop, “Cyclical Variations in Wage Structure,” Review of Economic 
Statistics , 21:32 (1939). 

28 A. M. Ross, “The Trade Union as a Wage-Fixing Institution,” American 
Economic Review , 37:577 (1947). 
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3. The third way in which union wage policy can affect business stabil¬ 
ity is by setting a floor under the deflationary spiral characteristic of 
depression periods. Undoubtedly there are some depressions during which 
wage reductions have a beneficent cathartic influence by making possible 
a necessary readjustment of costs and prices to changed demand condi¬ 
tions. This may have been the case in 1921, when recovery seems to have 
been materially aided by wage and price reductions which brought our 
high wartime price structure into alignment with world levels. But in 
many business downturns, general wage reductions serve only to intensify 
business pessimism and to accelerate the contraction of income, employ¬ 
ment, and investment opportunities. 

The contrasting experiences of the United States and Sweden in recov¬ 
ering from the great depression suggest that, at least in a period when the 
marginal efficiency of capital has fallen to a very low level, relative stabil¬ 
ity of money wages may be preferable to large reductions. In Sweden, 
during the depression of the early thirties, a policy of maintaining wages 
was followed which most observers consider helped that country to a 
quick recovery. 26 Wages fell less than five per cent in Sweden in the worst 
year of the depression. 27 On the other hand, no country made such drastic 
cuts in wages and other costs from 1930 to 1933 as the United States, yet 
no country suffered more intensely from that depression. In the United 
States, total payrolls in manufacturing, mining, and steam railroads fell 
by over half from 1929 to 1932. 28 

The severe wage deflation of the great depression is not likely to be 
repeated in the future unless the pattern of our industrial relations under¬ 
goes a sharp reversal. Unions characteristically think of wages as income, 
rather than as a cost, and consequently have little sympathy for proposals 
that wages be rendered “flexible” to assist recovery from depression. 
The experience of the recession in 1938 suggests that the wage rigidity 
produced by such union attitudes may produce a cyclical pattern charac¬ 
terized by an extremely sharp fall in production and employment as 
declining demand impinges upon rigid wage costs. On the other hand, if 
consumer income is maintained by social security and relief payments, a 
fairly rapid recovery can be achieved since the relative stability of costs 
and prices prevents the strengthening of deflationary forces. 

In contrast to economic writings prior to 1929, which on the whole 
considered wage flexibility desirable over the cycle, there has been a 
marked tendency in recent economic thought to view wage rigidity as a 

26 See, for example, A. Montgomery, How Sweden Overcame the Depression , 1980- 
1988 , translated by L. B. Eyre (Stockholm, Alb. Bonniers Boktryckeri, 1938), p. 52. 

27 Monthly Labor Review , 51:538 (1940). 

28 Monthly Labor Review , 51:538 (1940). 
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factor contributing to economic stability. One investigator, 29 for example, 
has concluded that while flexible wages may have tended to stabilize 
production and employment in an earlier and more generally competitive 
period of American industrial development, they would not exercise an 
equally salutary effect in our , present economy which is characterized 
by “sticky” administered prices in a number of strategic areas. In such 
an economy, the stabilization of certain key prices, among them wage 
rates, may prove more effective in maintaining employment and produc¬ 
tion on an even keel. 

The growing interest in rigid wages as a stabilizer has been accom¬ 
panied by a lessening of confidence in the efficacy of the rate of interest. 
It is now recognized that although the upward instability of the price 
system can be checked by movements of the interest rate, the instability 
downward cannot be checked easily, if at all, by that means. In fact, some 
prominent economists have concluded that the only reliable check within 
the economic system is the rigidity of wage rates. 30 

Cyclical Variation in the Efficiency of Labor 

Unions may affect the contour of the business cycle not only through 
wage policy but also through their effect upon labor efficiency. Employers 
are concerned with labor as a cost of production, but labor cost is not a 
simple function of wage rates. Labor cost per unit of product is the result¬ 
ant of three factors: (1) the wage rate; (2) the efficiency of labor; (3) the 
volume of production. These factors are not entirely independent, for as 
will appear in the following discussion, volume has an important influence 
on the level of labor efficiency. Nevertheless, the interaction of these three 
factors ultimately determines the trend of labor costs over the business 
cycle. 

The cyclical behavior of labor costs has important repercussions upon 
the profitability of investment and upon the general level of prices. If 
periods of decreasing labor efficiency were correlated with periods of in¬ 
creasing wage rates, then the cyclical fluctuation of labor costs would be 
exaggerated. On the other hand, if labor efficiency bore a positive relation 
to changes in the wage level, the labor costs would be rendered more stable 
over the cycle. The behavior of labor efficiency, therefore, is an important 
determinant of the extent to which wage changes will be reflected in 
alterations in costs and prices. 

» 0. Lange, Price Flexibility and Employment , Cowles Commission Monograph 
No. 8 (Bloomington, Indiana, The Principia Press, 1944), p. 90. 

30 J. R, Hicks, Value and Capital (Oxford, Clarendon Press, 1939), p. 269. This 
conclusion is reached by Hicks in his discussion of the situation in which all elasticities 
of expectation are unity—i.e., where a ohange in current prices changes expected 
prices in the same direction and in the same proportion. 
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The actual variation of labor efficiency over the cycle is a matter of 
some controversy. Although statistics are available for “ labor produc¬ 
tivity,” these figures do not really represent the effect of changing labor 
efficiency, but rather of the combined effectiveness of labor and capital. 
Therefore, analysis in this field must largely rely upon deductive reason¬ 
ing, buttressed where possible by empirical data. 

Labor Effort 

If by labor efficiency we mean labor effort, then there is reason to 
believe that in the absence of strong union organization, employee effi¬ 
ciency tends to increase as the lines of unemployed lengthen. It is human 
nature for the employed worker to value his job more highly—and there¬ 
fore to apply himself to his work more conscientiously—when there are 
10 other men seeking it, than at a time when he can quit and get another 
position without difficulty. Most employers would agree that worker ef¬ 
fort showed a marked decrease during the war years when labor was 
scarce, with some tendency in the opposite direction in the period since 
the end of the war. Not only does individual employee diligence diminish 
in periods of labor scarcity, but also the high labor turnover and the em¬ 
ployment of marginal persons during such periods tends to reduce the 
average efficiency of the work force taken as a whole. 

However, the problem of labor efficiency is complex, and there are 
important considerations operating in the opposite direction. For exam¬ 
ple, no study of labor efficiency and motivation can ignore the so-called 
“lump of labor” theory, which is deeply ingrained in labor thinking. In 
times of slack employment, laborers tend to draw out their jobs to make 
them last as long as possible, on the theory that there is just so much 
work to go around, and when that is exhausted, their jobs may be at an 
end. This attitude, of course, overlooks the fact that job tenure ultimately 
depends upon the margin between costs and prices, and delaying tactics 
may so narrow this margin as to make it impossible for an employer to 
compete. Nevertheless, employees frequently act in terms of this theory, 
and therefore it is a factor which may make for reduced labor efficiency 
in times of depression. 

On the whole, it seems likely that in a non-union economy the first 
tendency—toward increased efficiency in depression—would dominate, 
since employees bargain individually for their jobs, and therefore reason 
that individual effort may make the difference between retention on the 
payroll and dismissal. In a unionized economy, however, the force of the 
first tendency is considerably diminished by the security which collective 
bargaining provides, while at the same time, the very existence of a 
union may give explicit form to the “lump of labor” dogma. A strong 
union faced by growing unemployment among its membership often 
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reacts by limiting the size of a man’s daily or hourly output, and by im¬ 
posing various make-work regulations designed to make the job last as 
long as possible. 81 Moreover, since union contracts frequently specify 
that seniority must be observed in making layoffs, the pressure on the 
individual employee to increase output in order to retain his job is re¬ 
moved, and he becomes more receptive to the attractive notion of drawing 
out his job. As a consequence, strong unionism may alter what has been 
the characteristic behavior of labor efficiency over the cycle, so that 
efficiency will show no tendency to rise in depression and may even de¬ 
teriorate through the multiplication of union rules. However, in severe 
depression, the union itself is likely to be so weakened that it will be 
unable to enforce such burdensome regulations against employers. 

Changes in Man-hour Output 

Thus far we have considered labor efficiency as it is” affected by worker 
effort. But in many industries—particularly those which are highly mech¬ 
anized—the speed of work is geared to the speed of the line, leaving little 
room for individual variation. In such industries, the volume of output 
becomes a major determinant of the level of labor costs. 

If efficiency of labor is measured in terms of man-hour output—which 
is a composite of the varying efficiency of labor and capital—then there 
is an indication of a marked decline of efficiency in depression periods. 
For example, the Chief Economist of the U. S. Bureau of Labor Statistics, 
testifying before the Temporary National Economic Committee, called 
attention to the decline in labor productivity in all manufacturing indus¬ 
tries which occurred from 1931 to 1932, and stated: 

There were certain lines of manufacturing, notably in the heavy indus¬ 
tries, in which productivity went down very sharply and will go down 
very sharply every time the volume of physical production declines. One 
of the characteristics of a depression is the tendency of the output per 
worker to go down, which in large measure may offset the benefits of 
reduced labor costs that people seek to achieve through wage reductions 
in a period of depression. ... 32 

The reason for this variation in productivity is primarily technological. 
It does not depend upon the worker’s effort so much as upon the volume 
of production. In highly mechanized industries, for considerable ranges 
of output, labor becomes a fixed cost. Hence decreases in output become 
decreases in product per man-hour. For example, in steel production, 
35 per cent more hours of manufacturing labor and 14 per cent more hours 


11 For examples of such variations, see S. H. Slichter, Union Policies and Industrial 
Management (Washington, Brookings Institution, 1941), chap. 6, 

* a Hearings before the Temporary National Economic Committee on Technology and 
Concentration of Economic Power (Washington, 1940), Pt. 30, p. 16229. 
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of administrative labor are required to manufacture a gross ton of fin¬ 
ished steel products at 20-25 per cent of capacity than at 55-60 per cent 
of capacity. 88 In many industries—steel, glass, cereals, baked goods, etc.— 
where indivisible units such as ovens, furnaces, and kilns must be added 
as production expands, decreases in output below optimum capacity ordi¬ 
narily occasion a loss in labor efficiency, since the labor force cannot be 
curtailed proportionately as output falls. 34 

The importance of the technological factor in labor efficiency appears 
to vary directly with the severity of the depression and hence with the 
decline in output which results. As regards a minor recession, recent 
statistics suggest that there is no substantial difference between the move¬ 
ment of labor productivity in depression or prosperity. Thus, man-hour 
output rose at approximately the same rate in 1919-20 as in the depres¬ 
sion phase of 1921-22. 35 

Obviously unions can have little effect upon the technological factor 
in changing labor efficiency. However, in so far as the human element is 
important, the above analysis suggests that union security and union 
make-work rules may produce some reduction in labor efficiency in times 
of slack employment. This tendency plus the decrease in man-hour output 
which occurs in some industries when output is curtailed would deprive 
wage reductions of a large part of their efficacy in reducing labor costs in 
depression. 

Unions and Work Sharing in Depression 

Another possible way in which unions may affect the course of the 
business cycle is by encouraging work-sharing plans among union mem¬ 
bers and thus indirectly affecting the marginal propensity to consume. 
While there has been a growing preference among unions for seniority 
provisions with regard to layoffs, we noted in Chapter 6 that a number of 
unions have followed the plan of equal division of work. The needle trade 
unions, the boot and shoe workers, the textile workers, and the brewery 
workers rely mainly on this policy. 36 

Whether union organization produces a greater amount of work shar¬ 
ing than would exist in a free market can hardly be proved, but there is 
some reason for believing this to be so. If employers are free to dismiss 
men according to their own choice, they are likely to select the least 

,a Monthly Labor Review, 40:1155-1161 (1935). 

34 A similar conclusion was reached from study of the International Harvester Com¬ 
pany. See Industrial Wage Rates, Labor Costs, and Price Policies, TNEC Monograph 
No. 5 (Washington, 1940). 

36 A. Hansen, Economic Policy and Full Employment (New York, McGraw-Hill 
Book Company, 1947), p. 155. 

34 S. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), p. 112. 
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efficient and least competent men for dismissal, 87 retaining the core of 
their best workers. Thus periods of depression would concentrate unem¬ 
ployment on a small number of men. This method of allocating jobs in 
time of depression probably involves more social damage than any other, 
since the skills of these men are likely to be lost through long periods of 
inactivity. 

Unions, however, frequently view unemployment as a group problem 
which is to be shared by all union members, rather than borne by particu¬ 
lar members simply because they happen to be less fortunately endowed 
than other employees. Work sharing, by giving a larger number of em¬ 
ployees an opportunity to utilize their skills, tends to preserve worked 
morale and ability during depression, and therefore, on the whole, would 
seem to be socially desirable. 

If unions do, on balance, encourage work sharing, how is this likely 
to affect the cycle? The effects are likely to be of mixed nature. On the 
one hand, institution of work sharing in depression will give jobs to some 
persons who have been or would be living off their relatives and gifts 
from friends. Persons in such circumstances are likely to restrict their 
consumption, and hence giving them work may induce them to expand 
their consumption. On the other hand, they may save now, whereas they 
were unable to previously, in order to pay back their debts. If earnings 
among the previously fully employed workers have been high, work shar¬ 
ing with consequent reductions in income per person will probably in¬ 
crease the marginal propensity to consume. 

The effects of work sharing, however, are complicated by the existence 
of government relief. If work sharing is not resorted to, some workers will 
be unemployed and will be supported by government relief. Assuming 
that these are net expenditures, financed by government borrowing that 
would not have been undertaken otherwise, they would tend to have a 
stimulating effect in times of general deflation. Work sharing may thus 
reduce government deficit expenditures which to some theorists would 
be an unfavorable tendency. On the other hand, it can be argued that, 
even assuming deficit financing, the specter of a large volume of unem¬ 
ployment may lead workers with jobs to restrict their consumption and 
attempt to save in case they are laid off. Moreover, a large and mounting 

97 An important factor affecting employers’ attitudes toward dismissal plans will 
be the degree of accuracy with which wages are adjusted to efficiency. When the 
payment normally made to inferior workers is higher, in relation to their efficiency, 
than that made to better workers, there is a strong inducement to employers to meet 
bad times by dispensing with the least profitable part of their staff. It is thus natural 
to find that work sharing is least practiced in time wage industries as compared with 
piece wage industries. See A. C. Pigou, Industrial Fluctuations (London, Macmillan 
and Company, 1927), p. 325. 
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government debt may have a discouraging effect upon the inducement to 
invest. 

Union Control of the Rate of Technological Progress 

Industry tends to invest in spurts, which has the effect of concentrat¬ 
ing technological changes in a short period of time. If industry could be 
encouraged to spread investment more evenly over time, the problem of 
technological unemployment would be considerably alleviated and the 
cyclical fluctuation in income and employment which results from irregu¬ 
lar investment would be lessened. Can unions achieve this result by their 
control of the rate of technological change? 

Unions are not unmindful of this possibility and indeed, one of the 
major purposes motivating organized labor’s promotion of the dismissal 
wage is the hope that it will encourage industry to adopt a more orderly 
plan of mechanization. 38 However, the dismissal wage, although designed 
to lessen fluctuations in employment, may actually accentuate them. 
Requirement of paying dismissal wages to displaced workers might not 
operate as much of a deterrent to investment in labor-saving machinery 
in prosperous times when jobs can readily be found for workers elsewhere 
in the plant; but in depression the additional cost of paying dismissal 
wages to displaced workers would make new labor-saving processes so 
expensive to undertake that the little investment remaining in these times 
would be discouraged. Thus the net effect of union regulations controlling 
‘layoffs and requiring payments of dismissal wages may be to discourage 
investment when it is needed most and to postpone it until times when 
capital outlays are already high. Consequently, the cyclical instability in 
investment expenditures will be augmented. 

However, unions may have greater success in evening out fluctuations 
in investment by active control of the rate of technological change. The 
various means adopted by individual unions to meet the problem of new 
machinery which threatens displacement of labor were discussed previ¬ 
ously in Chapter 6. It is possible that management will be compelled by 
such measures to introduce improvements more gradually in periods of 
prosperity when the union’s bargaining power is strong. Such an entrepre¬ 
neurial reaction would tend to diminish the excesses of the boom and to 
lengthen the prosperity phase of the cycle. On the other hand, manage¬ 
ment may be encouraged to delay introduction of labor-saving improve¬ 
ments until depression when the resistance of the union may be weakened. 
Employers in the women’s garment industry, for example, greatly ex¬ 
tended use of pressing machines when the union was weakened during the 

* 8 See Philip Murray, Technological Unemployment , United Steelworkers Publica¬ 
tion No. 3 (Pittsburgh, United Steelworkers, 1940), p. 39. 
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depression. 89 Such a policy is hardly to be condoned, yet to the extent 
that it augments the volume of capital expenditure in depression, it 
lessens the deflation of the period and sets the stage for an earlier resump¬ 
tion of business activity. 

There is, however, the basic difficulty that the improvements which 
require the greatest outlay of capital funds and which consequently are 
most responsible for creating fluctuations in the rate of investment and 
employment are generally of such high labor-saving capacity that organ¬ 
ized labor is practically powerless to deal with them. This, for example, 
was the situation which faced the United Steelworkers when the continu¬ 
ous automatic strip mills were introduced in the steel industry. Never¬ 
theless, the efforts of organized labor to regulate the rate of introduction 
of machinery may be successful in producing a more orderly application 
of many minor improvements in technique which in toto constitute a sub¬ 
stantial portion of investment expenditure over the cycle. 


89 See S. H. Slichter, Union Policies and Industrial Management (Washington, 
Brookings Institution, 1941), p. 227, 
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Unions and Technological Innovation 


Wage Pressure and Technological Discovery 

If we define the constituent elements of economic progress as (1) 
technological advances, (2) discovery and development of new territory 
and new resources, (3) population growth, and (4) capital accumulation, 
it appears that the future will place a premium upon research and inven¬ 
tion; for the decline of extensive investment opportunities attributable 
to the gradual stabilization of population and the disappearance of “new 
frontiers” narrows down the outlets for new investment to those which 
are created by inventive genius. American industry has accepted the chal¬ 
lenge, and today is spending over 840 million dollars a year in search for 
new and improved products and methods of production. The Federal 
Government spent about 625 million dollars on research and development 
during the fiscal year 1947. If we add to these two figures an estimated 
40 million dollars spent by colleges, universities, and institutes, the total 
research expenditure for the economy would be in the neighborhood of 
1.5 billion dollars annually. 1 This large investment designed to foster 
invention will, in all likelihood, accelerate the pace of technological prog¬ 
ress in the years to come. 

What effect will union organization and wage pressure have upon the 
rate of technological discovery in the research laboratory? To what extent 
is the volume and nature of industrial research influenced by the level of 
wage rates? Do higher wage costs induce invention? The answers to these 
and related questions are essential to an adequate understanding of the 
role of union organization in our modern economy. If the rate of techno¬ 
logical discovery is sensitive to rising wage levels, unions, though having 
as one of their objectives the protection of the worker against the en¬ 
croachment of the machine, may actually accelerate the displacement of 
labor in particular industries because of the stimulus wage increases afford 
to labor-saving inventions. From the long-run point of view, it may be to 
labor's advantage if the rate of technological discovery displays such 
sensitivity. If rising wages stimulate invention, labor can raise itself by 
its own bootstraps to a higher level of real income. Union pressure for 
higher wages will lead to increased invention and consequent increased 


1 Barron*8 (December 8, 1947), p. 11. 
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investment in the new technology. In the end, labor may be provided 
with new employment opportunities and the possibility of rising real 
incomes. 

Technological progress represents the fruition of a twofold process: 
the discovery or invention of new methods and new products; and their 
application to and assimilation into industrial production. In a later chap¬ 
ter, we shall be concerned with the latter phase of the process—the actual 
introduction of improved machinery by employers. In this chapter we 
shall consider the preliminary stage of technological discovery. 

The tempo of industrial invention is compounded of two factors: 

A. The rate at which new discoveries are made. 

B. The rate at which these discoveries are released from the experi¬ 
mental stage by individual inventors and research laboratories. 

Factor A, the rate at which discoveries are made, may be influenced 
by union activities in four ways: 

1. Unions, by tactics obstructing the introduction of certain types of 
mechanical improvements in particular industries, may discourage in¬ 
ventors from further experimentation in these industries. 

2. Wage pressure may alter the volume of funds which are spent by 
industry on research. 

3. Wage pressure may influence the direction or nature of research 
undertaken with given funds. 

4. Unions, by active cooperation with management, may increase the 
flow of research ideas. 

Wage pressure may influence factor B in two ways: 

1. By affecting the proportion of discoveries which are worth exploit¬ 
ing. 

2. By changing the average gestation period of invention. 

These possibilities do not, of course, exhaust the ways in which unions 
and wage pressure generally may affect invention, but analysis along these 
lines will permit examination of the principal interrelationships. 

Union Tactics as a Deterrent to Invention 

A high rate of invention requires an economic environment in which 
rapid technological advance is viewed as a virtue, rather than a vice. 
Union organization, however, has erected substantial obstacles in the 
path of technological progress. The effect of such restrictive policies must 
be judged not only by the retardation they produce in the rate of intro¬ 
duction of known improvements, but also by the discouragement they 
afford to potential invention. Undoubtedly research in the development 
of new building techniques has been discouraged because inventors realize 
that any new labor-saving methods which might be discovered would 
have to contend with the organized hostility of union labor. The extent 
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to which invention has been stifled in this industry is indicated by the 
contemporaneous existence of high labor costs side by side with time- 
consuming antiquated methods. Undoubtedly, the prime difficulty in the 
building industry is one of application of new improvements, rather than 
in lack of ideas. Prefabrication is a commercial reality, but its application 
on a mass production basis has been indefinitely delayed by a mass of 
vested interests, union rules, and local real estate and zoning regulations. 
The rate of discovery of new ideas is a function of the rate of application 
of those already known but not yet in use. Hence every new idea which 
labor unions have obstructed or buried might have been the mother of 
10 new ideas not yet born. 

Wage Pressure and Research Expenditure 

Not all inventions come from industrial research laboratories. Indeed 
there is considerable evidence that most revolutionary inventions are 
actually conceived by independent inventors who are uninhibited by con¬ 
siderations of vested interests. But, because research is an expensive 
undertaking, most new improvements are, in the end, perfected in re¬ 
search laboratories. One investigator, for example, has found that less 
than five per cent of inventions which reach commercial development and 
industrial exploitation are the work solely of independent inventors. 2 
Therefore, if unions, through wage pressure, could stimulate the volume 
of research expenditures undertaken by private industry, this would in 
turn have an influence on the major portion of the stream of invention. 

Does wage pressure affect the willingness of corporations to sink funds 
into research? The decade of the thirties was marked by belligerent union 
organizing activity and a substantial increase in the level of wage rates. 
During this same period, research expenditures of industry almost tri¬ 
pled. 3 It would be premature, however, to postulate a causal relationship 
here; for in the previous decade, from 1920 to 1931, research expenditures 
increased fivefold 4 while wage rates rose hardly at all. 6 It is apparent that 
other factors must be sought to explain the mushrooming of industrial 
research activity. 

The long-term growth of industrial research appears to be attributable 


* M. Holland, “Research, Science, and Invention,” in F. W. Wile (ed.), A Century 
of Progress (New York, Doubleday, Doran and Company, 1928), p. 332. 

* Research — A National Resource (Washington, U. S. National Resources Planning 
Board, 1940), vol. 2, p. 1. 

4 D. Weintraub and I. Kaplan, Summary of Findings to Date (Philadelphia, U. S. 
Works Progress Administration, National Research Project on Reemployment Oppor¬ 
tunities, March 1938), p. 6. 

4 Average hourly earnings in manufacturing, mining, and steam railroads were 
54.7 cents in 1923 and in 1931, although there was a rise of a few cents in the inter¬ 
vening years. Monthly Labor Review , 51:524 (1940). 
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to a number of diverse factors. Its beginnings can be traced to the reper¬ 
cussions of the first World War. The outbreak of the war, by cutting off 
our supply of drugs, dyes, and chemicals demonstrated how much we had 
come to depend upon German technology and provided a great stimulus 
to research in our own corporate laboratories. Moreover, our tax laws, by 
allowing research expenditures to be deducted before figuring profits, pro¬ 
vided a great subsidy to industrial research. During the twenties, the high 
costs left by the war and the inefficiency which had developed during the 
years of war prosperity produced a reaction which took the form of wide- 
scale rationalization of industry and energetic efforts to improve technical 
efficiency. As one company after another set up research laboratories, re¬ 
search became part of the competitive practice of the time. Research ex¬ 
penditures became an adjunct of monopolistic competition and mush¬ 
roomed for the same reasons that advertising expenditures increased. The 
great scientific advances of the last few decades have also provided a 
major stimulus to industrial research, particularly in the development of 
new products—synthetics, plastics, and other substitutes. Undoubtedly, 
high wages, as one element of the cost-price structure, have provided an 
economic setting conducive to research and invention, but the accelerated 
rise in wage rates attributable to union organization does not appear to 
have had much effect on the interest evidenced by management in re¬ 
search endeavor. 6 

For American business as a whole, research expenditure can be repre¬ 
sented by a rising curve, the deviations from the upward sloping curve 
occurring in response to fluctuations in business conditions, rather than 
to changing labor costs. For example, between the depression years 1931 
and 1933, the number of persons employed in research laboratories in the 
United States decreased approximately 35 per cent, while in sharp con¬ 
trast, from 1938 to 1940, years of business recovery, the rate of increase 
of research personnel was twice the average rate for the last 20 years. 7 
The high profits of the war and postwar years produced a boom in re¬ 
search. The number of industrial research workers doubled from 1940 to 
1948 while industrial research expenditures tripled in the same period. 8 
If, over the cycle, there is a correlation between wage rates and expendi¬ 
ture upon research, this is probably attributable to the temporal coinci¬ 
dence of high wages and good business, rather than to a causal relation¬ 
ship between wage levels and research expenditures. In the short run, 

6 This conclusion is borne out by a survey of industrial research laboratories 
conducted by one of the writers in 1946. To the question: “Have rising wage levels 
in your company induced you to expand expenditures upon research,” 20 replies were 
in the affirmative and 30 in the negative. 

7 Research — A National Resource (Washington, U. S. National Resources Planning 
Board, 1940), vol. 2, pp. 37, 185. 

* Barron’s (December 8, 1947), p. 11. 
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particularly in periods of business stagnation, wage pressure may actually 
lead to some curtailment of research by weakening the cash position of an 
enterprise. Wage increases of organized labor, for example, might compel 
an employer to reduce disbursements to his unorganized employees— 
which generally includes research workers. Because research expenditures 
are quick to react to changes in business profits, it is conceivable that 
without unions and with a lower level of wages, expenditures on research 
might be larger than at present, on the condition that production and 
profits—and hence the funds available for expenditure on research—were 
larger at the lower level of costs. 

Even if it could be demonstrated that unions, through wage pressure, 
had stimulated research expenditure in the past, this would not neces¬ 
sarily forecast an increased rate of discovery in the future; for thus far 
union wage pressure has been directed particularly against large corpora¬ 
tions which are the very ones most capable of reaction to such pressure by 
expenditure upon research. While unions can be expected to organize 
labor in an increasing number of small companies in the future, a parallel 
expansion of research endeavor is not of an equal likelihood. Because re¬ 
search is an expensive proposition, the bulk of industrial research in the 
United States is supported by a comparatively few large companies. Less 
than 3 per cent of the concerns engaged in research employ about 50 per 
cent of the total research personnel. 9 Although there has been a substan¬ 
tial increase in personnel attached to laboratories supported by these large 
companies, investigation indicates that the rate at which research is being 
adopted by new managements has tended to fall off in recent years. 10 The 
fact that this trend has become evident during a period of rapidly rising 
wage levels is further evidence of the lack of close relation between wage 
pressure and research endeavor. 

Wage Pressure and the Direction of Research 

The sensitivity to wage pressure of the birth rate of new technical ideas 
depends upon the nature of the research project. Projects for pure re¬ 
search, 11 for example, have little or no relation to the level of wage rates. 
Ideas for product improvement and development of new products exhibit 

# D. Weintraub and I. Kaplan, Summary of Findings to Date (Philadelphia, U. S. 
Works Progress Administration, National Research Project on Reemployment Oppor¬ 
tunities, March 1938), p. 6, Despite the fact that research is concentrated in large 
companies, new methods are as likely to be introduced by small and medium sized 
concerns as by large corporations. See Relative Efficiency of Large, Medium Sized , and 
Small Business, TNEC Monograph No. 13 (Washington, 1941), p. 138, 

10 Research—A National Resource (Washington, U. S. National Resources Planning 
Board, 1940), vol. 2, p. 185. 

11 Pure research is research conducted with no prospect of immediate commercial 
application, but pursued in the hope of improving our basic knowledge of science 
so that ultimately the flow of commercially useful products may be augmented. 
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some sensitivity to wage rates, but less than that shown by research ideas 
designed to improve manufacturing operations. Therefore, if industrial 
research were composed wholly, or even largely, of projects involving cost 
reduction, wage pressure would supply a much greater stimulus to re¬ 
search expenditure than it does. Actually, however, only about 25 per 
cent of regular research budgets is devoted to cost reduction, while in the 
neighborhood of 75 per cent is allocated to product improvement and 
development of new products. 12 

One might expect, on the basis of a priori reasoning, that the pressure 
of rising labor costs would tend to produce a shift in emphasis in research 
from development of new and improved products to discovery of labor- 
saving methods. Inductive investigation, however, suggests that this change 
in emphasis in industrial research activity has not occurred. On the con¬ 
trary, the percentage of corporate research budgets allocated to cost re¬ 
duction projects actually appears to be decreasing! The latter trend was 
reported by a number of research executives interviewed by one of the 
writers and has also been observed by other investigators. For example, 
the Study of Technological Change made by the Works Progress Admin¬ 
istration concludes: 

There is evidence . . . that the emphasis in industrial research has 
shifted from problems concerned with reducing costs to the development 
of new products and new applications of old products. 13 

That this trend has become evident during a period of rapidly rising 
wage rates is highly significant. A number of reasons suggest themselves 
as explanations for this trend. In the first place, most industrial research 
is supported by large corporations which make big expenditures for adver¬ 
tising stressing product quality and improvements. Emphasis upon qual¬ 
ity and service is a dominant characteristic of large business enterprises, 
and it colors not only sales policy but research activity as well. In the 
second place, it is possible that investment in research aimed at cost re¬ 
duction is subject to more rapidly diminishing returns than investment 
in research devoted to development of new and improved products. In 
many operations, it becomes progressively more difficult to reduce labor 
costs as a higher degree of automatism is achieved. Carton-filling is an 
example of an operation which has reached this stage. On the other hand, 
the possibilities of increasing profits through product improvement seem 
to be unlimited. As one writer has phrased it, an invention which saves 
anything tends to reduce its own importance and discourages further in¬ 
vention in the same line, whereas an invention which saves nothing, but 

12 This percentage is indicated by a survey of industrial research directors con¬ 
ducted by one of the writers. 

13 D. Weintraub, “ Effects of Current and Prospective Technological Develop¬ 
ments upon Capital Formation,” American Economic Review , 29 :29 (1939, supplement). 
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gives a new and improved product, is bound to increase its own field. 14 
In the third place, research directed at product improvement is less likely 
to displace labor and thus produces less friction with the labor force. 
This consideration is probably not of great importance at present, but 
may become more important if the amount of unemployment becomes 
substantial. 

Union-Management Cooperation in Research 

Unions may affect the level of research expenditure not only by wage 
pressure, but also by active participation in research programs to reduce 
costs and discover improved techniques in unionized plants. Plans of this 
nature, involving union-management cooperation, have been tried in a 
number of companies, generally when the position of the union was 
threatened by price cutting based upon the lower wage levels and/or 
more efficient production methods prevailing in non-union companies in 
the industry. 

The United Steelworkers has proposed joint research programs to 
firms with which it has agreements. However, except for a few companies 
on the verge of bankruptcy, most firms have been hesitant to engage in 
such a program, partly because of a doubt that any significant increase 
in plant efficiency would be forthcoming, and partly because of a fear 
that joint research would serve as an entering wedge for increased union 
participation in plant management. A local of the United Textile Work¬ 
ers undertook a joint research program in the Naumkeag Steam Cotton 
Company of Salem, Massachusetts, in 1929, but as the economy program 
became identified with the stretchout, it lost popularity with the workers, 
and was finally abandoned in 1932. 16 Other unions which engage in re¬ 
search are: the International Photo-Engravers’ Union which maintains a 
research department 16 ; the International Ladies Garment Workers’ Union 
in the New York City dress industry, where an efficiency and publicity 
department is maintained through joint contributions of employers and 
the union 17 ; the Textile Workers Union of America; and the Amalgamated 
Clothing Workers. 18 In the full-fashioned hosiery division of the textile 

14 S. C. Gilfillan, The Sociology of Invention (Chicago, Follett Publishing Company, 
1935), pp. 7-8. 

18 See S. H. Sliehter, Union Policies and Industrial Management (Washington, 
Brookings Institution, 1941), chap. 18, for a detailed account of the Naumkeag 
experiment. 

16 The Photo-Engravers have a research department under a full-time director 
which tests out new ideas and serves as a clearinghouse for up-to-date technological 
information. The Printing Pressmen have a similar service available to employers 
who have signed contracts with their local unions. 

17 See J. C. Furnas, “New Styles in Unions/' Saturday Evening Post, 214:12-13 
(Aug. 16, 1941). 

18 See S. H. Sliehter, Union Policies and Industrial Management (Washington, 
Brookings Institution, 1941), chap. 17. 
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industry, about 60 per cent of the firms have been prompted to modernize 
plants through union persuasion, according to Emil Rieve, president of 
the Textile Workers Union of America. 19 One may question whether this 
and other unions will show the same interest in stimulating research to 
reduce costs once the position of the union is adequately safeguarded by 
more complete unionization of the industry. 

Nevertheless, the possibilities of union-management cooperation are 
so great that efforts in this direction should not be lightly dismissed. If 
unions can be convinced that a high rate of technological innovation is 
necessary for full employment, and if practical assurance can be offered 
that advances made in technique will not be used for management 
against labor, union-management cooperation can contribute to an acceler¬ 
ated rate of invention in the future. Practical cooperation on a large scale, 
however, must wait upon the education of the rank and file members to 
the benefits of technology, and upon greater efforts by management and 
government to ensure that labor in fact secures these benefits. Extension 
of the period of unemployment benefits by the government and greater 
use by industry of the dismissal wage might be steps in the right direction. 

Wage Pressure and the Effective Rate of Discovery 

For certain purposes, it is convenient to distinguish the rate at which 
inventions are developed in the laboratory, from the rate at which they 
are made available to the public. The former may be called the actual 
rate of discovery; the latter the effective rate of discovery. These two rates 
are not necessarily equal; the proportion of inventions which will be 
commercially exploited depends upon the cost-price structure and upon 
the nature of competition. 

Although wage pressure does not have much relation to the actual 
rate of discovery, rising wage costs may increase the proportion of inven¬ 
tions worth exploiting and thus produce an acceleration in the effective 
rate of discovery. An increase in wage rates may be the determining 
factor in management’s decision to make the final research appropriation 
needed to bring a new product or process into production. This stimulus 
is probably of most significance with regard to improved processes where 
margins and expected sales can be more accurately estimated. However, 
expectation of rising wage rates in the future makes management particu¬ 
larly anxious to improve its current profit position, so as to be prepared 
for the higher burden of costs. For this reason, a continuously rising wage 
level probably stimulates commercial application of new and improved 
products as well. Moreover, wage increases may act as a detonator in 
research activity, much the same as they increase the general level of 
efficiency of an enterprise. Research work may have been going on 

19 Hearings before the Temporary National Economic Committee on Technology and 
Concentration of Economic Power (Washington, 1940), Pt. 30, p. 16864. 
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sporadically for some time on development of a new manufacturing 
technique, but a sharp increase in labor costs will bring orders from 
management to speed up experimentation and get into production as 
rapidly as possible. Thus, wage pressure may increase the effective rate 
of discovery by shortening the average period of gestation of invention. 

From the point of view of national welfare, it is probable that a forth¬ 
coming invention spends too long a period in the laboratory. What is 
needed is a higher effective rate of discovery accompanied by a more 
orderly process of application of improved products and methods. In a 
survey of important discoveries, one investigator found that an average 
of half a century elapses between the first serious work on an invention 
and the actual important use of it. 20 The lapse of time between discovery 
of the new product or process and the first serious laboratory work on it 
is often still longer. Perhaps wage pressure, by augmenting the advantage 
of the new over the old, can stimulate management to accelerate research 
experimentation upon new discoveries and to release them more rapidly 
to the public. In certain industries, the long incubation period of invention 
may be attributable in part to the disinclination of large companies to 
disturb the status quo. For example, in industries in which excess ca¬ 
pacity, price stabilization agreements, and share-the-market arrange¬ 
ments exist, rapid technological change is likely to be feared as a threat 
to the stability of existing relationships between the major producers. 
To some extent, also, it is possible that the large capital expenditures 
required by our basic industries place a premium on stability, rather than 
rapid change. 21 Rising labor costs, however, make change more desirable 
and continuance of old methods costly. Therefore, wage pressure may 
accelerate the effective rate of discovery by reducing the time which 
inventions spend in the unproductive laboratory stage. 

However, whatever the degree of divergence between actual and 
effective rates of discovery, it is doubtful whether unions will make much 
of a contribution in the direction of narrowing this divergence and 
achieving an acceleration in the effective rate. While it is true that union 
pressure on costs may shorten the average period of gestation of inven¬ 
tion, the growing strength of union organization is likely to be reflected 
in a multiplication of union rules and regulations which retard the rate 
of introduction of mechanical improvements'. These restrictions are con¬ 
crete and the retardation they impose on technological change is known, 
whereas, by contrast, the effect of wage pressure upon technological dis¬ 
covery is vague and indirect. Although at the present stage of union 

*° S. C. Gilfillan, The Sociology of Invention (Chicago, Follett Publishing Company, 
1935), p. 96. 

81 However, statistics suggest that large companies spend proportionately more 
on research than do small firms. Big business, therefore, is not hostile to technological 
progress and indeed is one of its most active protagonists. Nevertheless, most revolu¬ 
tionary inventions still originate outside of corporate research laboratories. 
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development, there may still be some small net stimulus forthcoming 
from wage pressure, in the future, growing union efforts to safeguard the 
jobs of individual union members and to preserve the status quo will 
probably act as an over-all brake on the pace of technological advancement. 

Unionization of Technologists and Researchers 

Then there is the question of whether the organization of professional 
engineers and chemists will adversely affect industrial research. It has 
been argued that if organization occurs on a large enough scale to result 
in raising the salaries of professional engineers and chemists substantially, 
the effect will be to reduce the employment of professional personnel and 
thus to discourage research. If industrial research is discouraged, techno¬ 
logical advancement, and hence general employment, will decline. 22 

The basic assumption of this analysis is that the demand for the 
services of professional engineers and chemists is very elastic, and there¬ 
fore, that it will decline sharply if their salaries are considerably increased. 
It is possible that in times of economic stress companies may reduce or 
liquidate technical staffs, and they may be more inclined to do so if the 
salaries of these staffs are quite high. 

On the other hand, the research payroll of industry, although large, 
is relatively insignificant in comparison with its total wage and salary 
bill. Moreover, the salaries of professional personnel do not move in a 
vacuum, but are affected by and move in the same direction as those of 
other employees. Therefore, even a very considerable increase in the 
salary level of professional engineers and chemists would result in only 
a small percentage increase in labor costs. In addition, the possible 
returns from industrial research in terms of lower production costs, new 
and superior products, and improved methods are so great that it seems 
probable that the employment of professional engineers and chemists 
depends more on the anticipated results of their work than on the costs 
of their salaries. If this analysis is correct, more complete organization 
of professional engineers and chemists is unlikely to have adverse effects 
on industrial research, technological advancement, or employment. 23 

Wage Pressure and Induced Invention 24 

Analysis of the relationship of wage pressure to organized research 
expenditure—i.e., that part of inventive activity which is conducted in 

82 See, e.g., S. H. Slichter, “The Responsibility of Organized Labor for Employ¬ 
ment,” American Economic Review , Papers and Proceedings, 35:198-199 (May 1945). 

29 H. R. Northrup, “Collective Bargaining by Professional Societies,” in R. A. 
Lester and J. Shister (eds.), Insights into Labor Issues (New York, The Macmillan 
Company, 1948), pp. 160-161. 

24 Portions of this section first appeared in an article entitled “A Note on Hicks’s 
Theory of Invention/’ in the American Economic Review , 36:83-96 (1946), and are 
reprinted with the permission of the American Economic Association. 
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industrial research laboratories—suggests that the rate of invention may 
be less sensitive to wage pressure than is ordinarily supposed. However, 
much invention is carried on by plant managers, foremen, and individual 
employers without the aid of expensive research staffs. Thus, for example, 
when a foreman devises a new and more economical way of utilizing floor 
space, he is “inventing,” though the results of his efforts will not be of 
the same magnitude as the invention of a mechanical cotton picker. 
Moreover, a substantial volume of invention is carried on outside of the 
sphere of corporate activity. While the bulk of invention in the future 
will probably come from the industrial laboratory associated with the 
large corporation, revolutionary inventions may continue to spring from 
the ideas of independent investigators and ingenious entrepreneurs who 
are uninhibited by vested interests. For example, many of the really 
important inventions in World War II—the turbosupercharger, synthetic 
rubber, frequency modulation—were conceived by inventors working 
independently of corporation laboratories. 25 It has been estimated that 
only 9 out of 69 revolutionary inventions made between 1890 and 1929 
were initiated and developed by corporations. 26 

It is not immediately apparent why this sphere of inventive activity 
carried on outside the industrial research laboratory should manifest 
any greater degree of sensitivity to wage pressure than the area of inven¬ 
tion examined in the preceding section. Nevertheless, most economists, 
looking at the whole scope of inventive activity, postulate a close rela¬ 
tionship between the level of wage rates and the rate of discovery of labor- 
saving inventions. Indeed, the theory of economic progress, which 
attributes to changes in relative factor prices a major role in the actuation 
of invention, seems to be so widely held among economists that it may 
fairly be called the “orthodox” doctrine on the subject. 

The student, of course, has no vested interest in any theory. He should 
be interested primarily in understanding the possible interrelationships of 
factor prices and inventive activity, and the role of invention in facili¬ 
tating the absorption of increased quantities of a factor of production 
into the economy. Analysis of the “orthodox” theory of induced inven¬ 
tion, and of its possible shortcomings, will serve as a convenient frame¬ 
work for consideration of this larger problem. 

DefinitioxXS and Concepts 27 

The theory of invention has developed its own technical phraseology, 
and therefore, before undertaking an inquiry into its rationale, we will 

84 See J. J. Brown, “American Technology: Myth vs. Reality/ 7 Politics , 1:269 
(1944). 

W. M. Grosvenor, “The Seeds of Progress/ 7 Chemical Industries , 24:24 (1929). 

27 In connection with this section, the student should read J. R. Hicks, Theory 
of Wages (London, Macmillan and Company, 1932), chap. 6, which contains the 
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find it convenient to explain briefly some of the customary terminology: 

Induced invention 28 —an invention which is made as a result of a 
change in the relative prices of the factors of production. 

Autonomous invention 29 —all other inventions. These, in general, are 
assumed to be neither predominantly labor saving nor capital saving. 

Labor-saving invention 80 —an invention which increases the marginal 
product of capital relative to the marginal product of labor. Ceteris paribus, 
such inventions reduce labor’s relative share in national income. 

Very labor-saving invention 81 —a labor-saving invention which, if it 
had been known, would have been worthwhile even before prices changed. 
These inventions reduce labor’s relative share and may reduce labor’s 
absolute share in the real national income, if they are sufficiently labor 
saving. 

Elasticity of demand for labor 32 —the proportionate change in the price 
of labor which accompanies a proportional change in its amount. An 
increase in the supply of labor will, if fully employed, increase the abso¬ 
lute share (i.e., real income) accruing to labor if the elasticity of demand 
for it is greater than unity. 

Elasticity of substitution 33 —the relation of the relative increase 
(or decrease) in the absolute share of a factor of production to the relative 
increase (or decrease) in the national income. The elasticity of substitu¬ 
tion is a measure of the ease with which one factor can be substituted for 
another over the whole economy. An increase in the supply of any factor 
will increase its relative share of the national income if its elasticity of 
substitution is greater than unity. 

These concepts are convenient tools which enable the economic 
theorist to understand more fully the determinants and consequences of 
economic progress. For example, an outstanding phenomenon of American 
industrial development has been the spectacular increase in capital per 
worker. Capital per worker increased from about $557 per worker in 

fullest treatment of the subject. See also J. R. Hicks, “Distribution and Economic 
Progress: A Revised Version ,” Review of Economic Studies, 4:1-12 (1936). Although 
Professor Hicks has revised his earlier definition of elasticity of substitution, he has 
not, to the writers’ knowledge, altered in print the basic propositions laid down in the 
Theory of Wages regarding the theory of invention. Indeed, in the article referred to 
above, he begins by stating: “I shall say nothing here on the subject of inventions, 
for I have nothing to add at present to what I have already written on that topic.” 
(p. 1, note 1). 

22 J. R. Hicks, Theory of Wages (London, Macmillan and Company, 1932), p. 125. 

29 J. R. Hicks, Theory of Wages (London, Macmillan and Company, 1932), p. 125. 

80 J. R. Hicks, Theory of Wages (London, Macmillan and Company, 1932), p. 121. 

21 J. R. Hicks, Theory of Wages (London, Macmillan and Company, 1932), p. 126. 

82 J. R. Hicks, Theory of Wages (London, Macmillan and Company, 1932), p. 115. 

28 J. R. Hicks, Theory of Wages (London, Macmillan and Company, 1932), p. 117. 
Professor Hicks has since altered his definition of the elasticity of substitution. How¬ 
ever, for the purpose of exposition of the theory of invention, the earlier definition is 
more convenient. 
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manufacturing in 1850 to $5080 per worker in 1940. 34 How was this great 
increase in capital absorbed into the economic system? What effect does 
such an increase in the supply of one factor have upon its share in the 
national income? 

An increase in the supply of capital, or of labor, will increase the total 
national product. At the same time, the increase in the supply of the 
one factor is likely to alter the total share going to that factor as a whole. 
If it adds to the absolute share, we say that the demand for the factor 
has an elasticity greater than unity. If the absolute share of the factor 
is unchanged, so that the fall in unit price is exactly counterbalanced by 
the increase in the quantity of the factor utilized, we say that the demand 
has an elasticity of unity. If the elasticity of demand for a factor is equal 
to unity, so that there is no change in its absolute share, at the same 
time that the increase in its supply is producing a net increment in 
national income, then the relative share of this factor in the augmented 
national income must be decreasing. This means that the advantage of 
the increase in supply of this factor inures to the benefit of the other* 
factors of production. 

There are a number of reasons why it may be difficult for industry 
to absorb additional quantities of the factor. It may be that technical 
ratios with other factors are fixed—one man can only use one shovel, and 
therefore an increase of capital manifested in the form of shovels would 
not find a ready market in industry. Hut the mere fact that technical 
ratios are fixed does not mean that substitution of one factor for another 
is completely barred. There still remains the possibility of product substi¬ 
tution by consumers, that is, consumers will spend a larger portion of 
their budgets on products containing larger quantities of the new factor 
as compared with others. Of course product substitution may likewise 
run into obstacles. For example, the man accustomed to wearing a hand- 
tailored suit might object to substitution of machine-sewn pockets for 
hand-sewn ones, even though the substitution was technically feasible. 
Thus there are two aspects to substitution—technical substitution and 
consumer substitution. 35 Taken together they determine the value of the 
elasticity of substitution—that is, the ease with which one factor can be 
substituted for another in the economy as a whole. 

If industrial methods were stationary, if there were no progress in 
the arts, the possibilities of substitution between factors would be ex¬ 
tremely limited. Invention tends to widen the area of such substituta¬ 
bility by changing the possible form and application of the factors of 

*« W. I. King, The Keys to Prosperity (New York, Constitution and Free Enter¬ 
prise Foundation Publishers, 1948), p. 78. 

* 6 See F. Machlup, “The Commonsense of the Elasticity of Substitution,” Review 
of Economic Studies, 2:202-213 (1935). 
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production. Thus, when invention is active, the elasticity of substitution 
will be high, and a factor which increases in quantity relative to others, 
is likely to increase its relative share in the national income. On the other 
hand, if the elasticity of substitution is low, a factor becoming more 
abundant will encounter difficulty in finding a place in industry. As a 
consequence, its price will fall and the relative share of other factors in 
the national income will rise. 

Statistical investigation in the United States indicates that, over a 
long period of years, employee compensation has constituted a fairly 
constant proportion of the national income, in the neighborhood of 
60 per cent of aggregate income payments. 36 This suggests that the 
elasticity of substitution in this country is close to unity, and that 
changes in the supply of labor relative to capital do not alter labor’s 
relative share. Of course, if the elasticity of substitution is equal to unity, 
it follows necessarily that the elasticity of demand for labor must be 
greater than unity. Some statistical confirmation of this hypothesis is 
, afforded by one investigation which estimates that the demand for labor 
in the United States has an elasticity equal to —4. 37 

The Process of Absorption of an Increased Supply of a Factor 

We have seen that the elasticity of substitution measures the over-all 
ease with which increments of a factor are absorbed into the productive 
organization of the economy. By what principal avenues is this process of 
absorption accomplished? The process can be examined conveniently by 
studying a hypothetical increase in the supply of capital relative to labor. 

In the first place, the relative cheapening of capital will reduce the 
cost of those articles which contain a high proportion of capital charges, 
as compared with those articles in which the capital contribution is less 
substantial. As goods in the former class become more attractive to con¬ 
sumers, the total national product will tend to consist of a larger share 
of articles whose production requires a sizable capital contribution. This 
is substitution through changed composition of the national product 

In the second place, the application of methods of production already 
known, which were not previously profitable because of the relatively 
high price of capital, will now become economical. Thus, for example, the 
technique of electrification of railroads is known but not widely used at 
the present time. If, however, capital charges could be reduced, it is 
probable that there would be major changes in the rate of electrification 
of shorter railroad lines. This means of adaptation within a given technical 

88 S. Kuznets, National Income , A Summary of Findings (New York, National 
Bureau of Economic Research, 1946), pp. 49-50. 

* 7 P. Douglas, Theory of Wages (New York, The Macmillan Company, 1934), 
pp. 152 ft. 



UNIONS AND TECHNOLOGICAL INNOVATION 


449 


milieu is substitution through changed factor combination in the pro¬ 
duction of unchanged outputs. 

In the third place, it is claimed that the changed relative prices of 
the factors will stimulate the search for new methods of production 
which will use more of the cheaper factor and save on the expensive one. 
In other words, the increase in supply of capital relative to labor will 
stimulate management to find means of saving labor, not merely by 
methods already known, but also by new methods previously unknown 
to science. An invention which is attributable to a change in the relative 
prices of the factors is therefore called an induced invention. 

The Theory of the Induced Invention 

Autonomous inventions which are attributable to advances in scientific 
knowledge and are not directly motivated by changing factor-cost ratios, 
are, this theory assumes, neither predominantly labor saving nor pre¬ 
dominantly capital saving. Induced inventions, however, are held to be 
predominantly labor saving. They are biased in this direction because, 
over time, the price of capital tends to fall relative to the price of labor. 
Whereas birth control and union pressure have tended to keep the price 
of labor high, the large volume of corporate and institutionalized savings 
has kept the interest rate relatively low. As a consequence, an inducement 
has been afforded to management to concentrate research efforts on 
discovering means to economize in the use of labor, the relatively more 
expensive factor. Hence, when the two types of inventions—autonomous 
and induced—are added together, the result is a distinct bias for labor- 
saving inventions, which is in conformity with observed fact. 

An increase of capital with labor remaining constant will raise the 
absolute share of labor in the total product. The rate of return on capital 
per unit will fall, but the absolute share of total product going to capital 
will also be increased. Whether or not the relative share of labor will 
rise will depend upon the slope of the marginal productivity curve of 
capital. If the curve is inelastic so that an increase in capital produces a 
relatively sharp drop in the rate of return on capital, the relative share 
of labor in total product will tend to increase. 

If the increase in capital is accompanied by labor-saving invention, 
labor’s relative share in total product will tend to diminish. A labor-saving 
invention as defined above increases the marginal productivity of capital 
relative to labor; it will therefore raise the relative share of capital in 
total product. However, the rise in the marginal productivity curve for 
capital attributable to labor-saving invention will ordinarily increase the 
absolute share of labor. 

However, there are also inventions whose effect upon labor’s absolute 
share is not so salutary. These are the so-called very labor-saving inven- 
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tions—inventions which, if they had been known, would have paid even 
before factor prices changed. These inventions reduce labor's relative 
share and may reduce labor's absolute share if they are sufficiently labor 
saving. However, such inventions, the only kind which are really danger¬ 
ous to the real income of labor, 38 are assumed to be uncommon. 89 

Frequency of Induced Inventions 

The impression conveyed in the economic literature is that induced 
labor-saving inventions are of frequent occurrence. As a matter of fact, 
the conclusion that most of the labor-saving inventions which do occur 
must be of the induced variety follows as a logical deduction from the 
definitions and postulates set forth at the beginning of this chapter. We 
have seen that autonomous inventions are conceived of as having no 
particular bias, and therefore cannot contribute to any plurality of labor- 
saving over capital-saving inventions. The actual predominance of labor- 
saving inventions, as compared with capital-saving inventions, appears 
to be considerable. There are, of course, such discoveries as the wireless— 
which has become the stock illustration of a capital-saving invention. 
Moreover, in recent years, inventions increasing the durability of capital 
equipment have increased in frequency. Such inventions likewise save 
capital. However, compared to the great outpouring of labor-saving 
inventions, capital-saving discoveries are relatively few in number. But 
if capital-saving inventions are comparatively few, then autonomous labor- 
saving inventions must also be few in number, since autonomous inven¬ 
tions, by definition, are assumed to be free of bias. It follows, therefore, 
that the observed large plurality of labor-saving over capital-saving 
inventions must—according to this theory—be attributable to induced 
labor-saving inventions. 

Does this conclusion as to the ubiquity of the induced labor-saving 
invention correspond with actual fact? In a series of field surveys con¬ 
ducted by one of the writers in 1941, 1944, and 1945, entrepreneurial 
opinion was sampled concerning the degree of sensitivity exhibited by 
technological discovery to changing factor costs. 40 On the whole, most of 


38 J. R. Hicks, Theory of Wages (London, Macmillan and Company, 1932), p. 126. 

89 J. R. Hicks, Theory of Wages (London, Macmillan and Company, 1932), p. 126. 

40 The survey covered 100 employers and research directors in a variety of indus¬ 
tries and competitive positions. Sixty-five of the group were consulted by personal 
interview; the remainder were reached by mailed questionnaires, in order to secure 
a better geographic distribution. The survey is, of course, open to the objection that 
the sample is small, and further, that the subject of the investigation does not lend 
itself easily to empirical inquiry. Invention is a group process which extends over a 
long period of years. Conversations with one, two, or three men who have worked on a 
particular new product or process may fail to reveal the motives which induced the 
original research endeavor. Nevertheless, inductive study in this field is not without 
value, particularly as it suggests new approaches arid problems for theoretical analysis. 
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the research men and employers consulted were of the opinion that rela¬ 
tively few important inventions are made as a result of changes in wage 
rates relative to interest costs. Moreover, viewing the process of invention 
from the point of view of commercial exploitation, employers doubted 
that there was any close relation between relative factor prices and the 
stream of invention, whether the inventions flowed from corporate re¬ 
search laboratories, independent investigators, or the efforts of enterpris¬ 
ing foremen. Employers stressed that they were more alert to institute 
production changes when wage rates rose—wage increases acted as a 
sort of economic detonator which spurred even backward employers to 
renewed efforts to reduce costs. But this influence seems to have more 
relevance to the rate of introduction of knovm improvements than to the 
tempo of technological discovery . 

This distinction is an important one. As a matter of fact, it is possible 
that the notion of the frequency of induced invention rests on a confusion 
of the process of invention with mere adaptation to changed cost condi¬ 
tions within a given technique. When the relation of wage rates to interest 
costs changes, entrepreneurs And it profitable to alter methods of produc¬ 
tion, but this is not the same as a change in the volume of new discoveries. 
As one writer pointedly remarks: 

When we say that “technical knowledge is given,” we do not mean that 
every entrepreneur has blueprints in his pigeon-holes of every type of 
machine which it would be profitable to use at each conceivable rate of 
interest. We merely mean that there is a certain body of technical 
knowledge which will lead to a certain adaptation of technique to 
circumstance. 41 

Such adaptations are effected with a given production function, whereas 
in ve n tion alters the whole pattern of isoquants in individual firms. 42 
There is little doubt that wage pressure stimulates the former type of 
change in operating technique, but inductive investigation suggests the 
significance of the stimulus is much less when applied to the process of 
invention . 

However, while employers minimize the importance of the “induced” 
invention, as defined above, they point out that the pressure of costs may 
“induce” invention in another, and broader, sense. As a matter of fact, 
most labor-saving inventions are u induced ,” but they are induced, not by 
changes in relative factor prices, but simply by the continuing high price 
of labor . If in the future, the rate of population increase should exceed the 


« Joan Robinson, Essays in the Theory of Employment (London, Macmillan and 
Company, 1937), pp. 134-i35, note L 

42 Looked at another way, adaptations enter into the determination of the elas¬ 
ticity of substitution, whereas inventions alter it. See J. Robinson, Essays in the 
Theory of Employment (London, Macmillan and Company, 1937), pp. 134-135, note 1. 
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rate of capital accumulation, this does not necessarily mean that there 
will be any lessening in the frequency of labor-saving inventions relative 
to capital-saving inventions—though such a diminution would seem to be 
forecast, on the^e premises, by application of a theory which places em¬ 
phasis on relative changes in factor prices. The fact remains that declining 
unit labor costs have not lessened management's interest in reducing them 
further. For example, the textile industry in the thirties was characterized 
by rapid technological change designed to save labor at the same time 
that the w r age level was falling. Even at the lower wage level, labor was 
still a sufficiently large cost to induce management to discover means to 
economize in its use. As long as labor cost remains a large item in the 
expense of modem business operation, labor-saving inventions will still 
predominate, whether wage rates rise relative to interest rates or not. 
While labor-saving inventions induced by changes in relative factor prices 
do occur, inductive investigation suggests they are less common than 
might be supposed. It is probable that changes in relative factor prices 
would play a more dominant role in the motivation of invention if labor 
costs and capital costs bulked equally large in total costs, but since most 
production costs are labor costs, 43 invention is naturally biased in this 
direction regardless of fluctuations in the ratio of prices of the factors. 

In view of the fact that payrolls constitute such a large element in 
business expense, it is understandable why economy in the use of labor 
is a major item on industry’s program for technological improvement. 
Moreover, the labor-saving improvement is probably easier to devise 
than the capital-saving improvement simply because the large proportion 
of labor costs and manual operations in individual manufacturing estab¬ 
lishments suggests more ways and means by which use of this factor can 
be economized. Modem industrial invention embodies continuous exten¬ 
sion of mechanization, lightening of the arduousness of work and progres¬ 
sively increasing the scope of automatism in operation. By their very 
nature, these characteristics of invention involve savings of labor. Most 
inventions are labor-saving 44 because invention represents the efforts of 
man to make life fuller and easier, and achievement of this goal typically 
requires the substitution of mechanical power for hand power. Thus 
contrary to the definitions stated at the beginning of this chapter, it 
would seem that both induced and autonomous inventions are biased in 

41 In 1921, wages and salaries comprised 25.3 per cent of the value of production 
in manufacturing, whereas interest costs amounted to only 1.8 per cent; in 1939, the 
corresponding figures were 30.8 per cent and .8 per cent. See Economic Almanac for 
1944-45 (New York, National Industrial Conference Board, 1944), p. 196. These 
figures count materials as a separate cost, rather than breaking them down into their 
constituent elements of which, of course, labor is the major portion. 

44 “Most” is intended as a comparison only relative to capital-saving inventions. 
When all inventions are considered, including those which improve the product, labor- 
saving inventions today represent a decreasingly important portion of the total. 
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the labor-saving direction, the former because of the major importance 
of labor cost in business expense, the latter because of the fundamental 
nature of the process of invention. 45 

The Theory of the Very Labor-Saving Invention 

The next point involves the concept of what for convenience has been 
called the very labor-saving invention—the invention which may reduce 
not only labor's relative share in the real national income, but its absolute 
share as well. Such innovations, it has been assumed, could only be of the 
induced variety. Thus, it has been said: 

. . . neither a great activity in autonomous invention nor a high elas¬ 
ticity of substitution has any tendency to reduce the real income of 
labour. The only kind of invention which is likely to have this effect is 
that . . . which is inspired by a change in relative factor prices but 
which would have been profitable to apply even before prices changed. 46 

Since induced labor-saving inventions of the very labor-saving type are 
assumed to be rather exceptional, many economists have therefore con¬ 
cluded that labor has little to fear from technological progress per se. 
This sanguine view does not seem warranted by the facts. In the first 
place, there is no reason why an invention which is not inspired by a 
change in relative factor prices cannot also reduce the absolute share of 
labor. From the standpoint of the dislocation produced, a labor-saving 
invention which was not induced by a change in relative factor prices, but 
which it would have been profitable to adopt even at a lower level of wage 
rates, is just as dangerous as one which was induced by a change in rela- 
tive factor prices, but which it would have been profitable to adopt even 
in the absence of the relative increase in the price of labor. Among those 
new developments included in the autonomous category there may be a 
device, such as the mechanical cotton picker, whose discovery is not 
primarily attributable to changes in relative factor prices, but whose ap¬ 
plication would lead to such a large displacement of labor with a relatively 
small additional outlay for capital that labor’s real wage might suffer in 
consequence. Available evidence suggests that invention of the mechan¬ 
ical cotton picker was motivated not by relative changes in factor prices, 
but simply by the desire to lighten the arduousness of a very laborious 
task. John Rust, inventor of the cotton picker, worked with his brother 
on a cotton plantation and was compelled to devote long hours of back- 

45 Mrs. Robinson also finds Hicks’s proposition regarding the lack of bias in 
autonomous inventions “hard to accept,” and points out that “the development of 
human methods of production from the purely hand-to-mouth technique of the apes 
has been mainly in the direction of increasing roundaboutness.” ( Essays in the Theory 
of Employment , London, Macmillan and Company, 1937, p. 134, note 1.) 

46 J. R. Hicks, Theory of Wages (London, Macmillan and Company, 1932), p. 128. 
Italics not in original. 
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breaking labor to picking cotton by hand. Being mechanically minded, he 
sought and discovered an easier way of doing the job. In this case, as with 
many great inventions, the desire to save labor and to make the job easier 
was the dominant motive unrelated to changes in factor prices. 47 

The labor-saving invention which is induced not by changes in factor 
prices, but simply by the large cost of labor may reduce labor’s absolute 
share in the real national income, though it does not come under the 
definition of an induced invention. If an invention has very great labor- 
saving potentialities, but yields a comparatively small increment to real 
national income, the consequent large reduction in labor’s relative share 
may reduce its absolute share and its real wage. This maxim is true 
whether the invention was induced by a rise in wage levels, or by a new 
general advance in metallurgy. The broadening of the concept of the very 
labor-saving invention suggests the possibility that occurrence of this 
type of improvement may be more frequent than some theorists had 
supposed. 

Recognition of the ubiquity of labor-saving inventions which would 
have paid even at lower levels of wage rates calls attention to a funda¬ 
mental shortcoming of the concept of the very labor-saving invention; 
namely, that it fails to distinguish clearly between inframarginality and 
large labor-saving capacity. A labor-saving invention is marginal when 
its introduction is just made profitable by existing levels of wage rates 
and interest costs. In other words, if wage rates had been slightly lower, 
employers would not have considered it worthwhile to utilize the improve¬ 
ment. Conversely, a labor-saving invention may be said to be inframar¬ 
ginal when it would have been profitable to employ it even if wage rates 
had been lower relative to interest costs. But this definition is—as we 
have seen at the outset of this chapter—the same as is applied to explain 
the concept of “the very labor-saving invention.” While there is nothing 
wrong with the latter definition, it is clearly erroneous to contend that 
such improvements, which would have proved profitable even at a lower 
level of wage rates relative to interest rates, are “not very common.” 48 
As a matter of fact, the inframarginal element is common in all phases of 
economic life. For example, although market price is determined by mar¬ 
ginal sellers and buyers, most of the buyers and sellers in the market 
would normally be willing to make an exchange at other than the final 
market price. The same considerations apply to the effect of changes in 
the rate of interest upon the rate of mechanization. As one writer has 
pointed out: 

In the great majority of cases the new instruments are not marginal, in 

the sense that they would have been installed at an earlier date had the 

47 See Eliot Pratt, “ Machine Age in Dixie/’ Common Sense , 14:13-15 (1945). 

48 J. R. Hicks, Theory of Wages (London, Macmillan and Company, 1932), p. 126. 
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rate of interest been lower. They usually embody improvements which 
may raise that yield substantially above the margin. 49 

Similarly, most inventions are inframarginal with regard to their 
cost-saving capacity—that is, they produce a sufficiently large saving in 
cost so that the profitability of their introduction is assured even if wage 
rates were to fall relative to interest rates. Probably only a small propor¬ 
tion of inventions are induced by a change in the ratio of prices of the 
factors. The notion that induced inventions are the dominant type has 
been adopted merely as a means of explaining the predominance of labor- 
saving inventions. As has been pointed out, this circumstance can be 
explained on other grounds fully consistent with the admission of the 
prevalence of inframarginal improvements. 

The second part of the definition of a very labor-saving invention re¬ 
lates to improvements which reduce the absolute marginal product of 
labor. Actually only a small proportion of inframarginal improvements 
will have a sufficiently large labor-saving capacity to have this effect. In 
other words, an invention can be such that, its introduction would have been 
profitable at lower wage rates, without necessarily reducing the absolute 
marginal product of labor. 50 Whether or not a labor-saving invention will 
reduce the absolute share of labor in the real national income depends 
upon (1) the labor-saving capacity of the invention; (2) the size of the 
increment which it produces in total output; and (3) the ease with which 
the displaced labor can be reabsorbed into other parts of the economy. 
Because large labor-saving capacity is an indispensable condition of an 
invention which will reduce the marginal product of labor, such an inven¬ 
tion will always be inframarginal, but not all inframarginal inventions 
pose the same threat to labor. 61 

Labor-Saving Invention and the Level of Real Wages 

How common are inventions which lower labor’s aggregate real wage? 
In any classification and evaluation of the effects of inventions, it is very 


49 R. G. Hawtrey, Capital and Employment (London, Longmans, Green and 
Company, 1937), p. 259. 

60 It is only fair to state that Hicks does not claim that all inventions which 
would have been profitable at a lower wage level will reduce the marginal product of 
labor. His discussion of the very labor-saving invention is ambiguous rather than 
erroneous. His exact statement is as follows: “But it is certainly quite conceivable 
that a change in relative prices will stimulate invention to do more than this—to 
discover methods which, if they had been known, would have paid even before prices 
changed. Now induced inventions of this type (if they are labour-saving, as we may 
suppose generally to be the case) may reduce not only the relative share of labour, but 
also its absolute share.” (Theory of Wages, London, Macmillan and Company, 1932, 
p. 126.) 

61 Capital-saving inventions, which raise the marginal product of labor relative 
to the marginal product of capital, can also be inframarginal. 
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important to be specific with regard to the time period which is being 
considered. 62 The definition of a labor-saving invention stated at the out¬ 
set of this discussion applies to the effect of invention upon the relative 
share of labor, the amounts of the factors being unchanged. The final result, 
when the quantity of capital has had time to adjust to the changed yield, 
may be quite different. For example, if we consider the case in which the 
amount of capital is adjusted to the new technique so that full equilibrium 
is attained (with zero additional investment) then, if invention is labor- 
saving, the relative shares will be unchanged if the elasticity of substitu¬ 
tion is less than unity. 63 Similarly, in full equilibrium, even a very labor- 
saving invention may increase the real wage, if account is taken of the 
increase in capital per head required to restore equilibrium between the 
marginal efficiency of capital and the interest rate. 

One may distinguish three stages in the process of innovation: the 
“gestation” period during which the new capital equipment is being 
built; the “operation” period in which the new equipment is introduced 
and the displaced labor is absorbed elsewhere in the economy 54 ; and the 
stage of full equilibrium in which capital accumulation brings the mar¬ 
ginal productivity of capital again down to its former level. The first stage 
will almost always raise the absolute marginal productivity of labor, 
because new investment increases the demands for labor. The second stage 
may witness a decline in the real wage of labor if the improvement makes 
only a small addition to the real national income, but by virtue of its 
large labor-saving capacity drastically reduces labor’s relative share in 
the income. The third stage will almost always witness a rise in the aggre¬ 
gate real wage of labor, even in those cases where the very labor-saving 
invention had reduced labor’s absolute share at the second stage. The 
greater the decline in the relative share of labor, the greater the increase 
in the return to capital. Consequently, the more labor-saving an inven¬ 
tion, the more favorable it is to the yield of capital; and since a rise in 
the yield of capital will make investment more attractive, ultimately, the 

&i Oscar Lange recognizes the importance of the time element by incorporating 
it in his definitions. For example, he classifies an invention as “using” or “saving” a 
given factor at the date “t” according as it increases or diminishes the demand 
planned for that date. Thus, the same invention can be currently steel-using, labor- 
saving after one year, etc. See O. Lange, Price Flexibility and Employment (Blooming¬ 
ton, Indiana, The Principia Press, 1944), p. 73; and also, “A Note on Innovations,” 
Review of Economic Statistics , 25:19-25 (1943). 

M Joan Robinson, “The Classification of Inventions,” Review of Economic Studies , 
6:139 (1938). 

54 This classification follows Lange, who distinguishes two periods: a factor-using 
period of “gestation” and an output-increasing period of “operation” of the innova¬ 
tion. (See 0. Lange, Price Flexibility and Employment, Bloomington, Indiana, The 
Principia Press, 1944, p. 74.) However, Lange appears to give inadequate attention 
to the third period in which an increase in capital per head is necessary to restore 
equilibrium. 
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demand for labor 66 —and therefore its marginal product—will tie increased 
by the additional capital accumulation which can be traced to the original 
invention. 68 

This is all very well, the average labor leader will say, if one is willing 
to wait for the long run. The fact remains, however, that the high labor- 
saving capacity of inventions in recent years has considerably aggravated 
the problem of technological unemployment and raised a real threat to 
labor’s job opportunities in particular industries. Recognition of this fact 
is in nowise inconsistent with the contention that labor benefits from 
invention, both in the short period and in the long run. For example, it 
cannot be denied that without the investment in new labor-saving 
technology which took place during the thirties, total employment would 
have been much lower than it actually was; for in the short period, the 
construction of labor-saving apparatus almost always creates a demand 
for more labor than it displaces. 57 The important point to recognize, 
however, is that very labor-saving inventions do not necessarily require 
any more capital investment than less labor-saving improvements. The 
labor-saving capacity of an invention is dependent upon the technical 
ingenuity involved rather than the capital investment required. For 
example, an electric eye apparatus which makes possible almost 100 per 
cent automatic operation may require only a small capital outlay, 
whereas an improvement which displaces comparatively few workers 
may entail considerable investment. 

Consequently, it is possible for the average labor-saving capacity of 
invention to increase without this change being reflected in an increase 
in the level of capital expenditures. Thus, if such a change occurs—as 
some labor leaders maintain has occurred over the last two decades— 
there need be no increase in employment opportunities in the “gestation” 
period, but the unemployment problems of the “operation” period will 
be considerably aggravated. There will be some inventions which are 
very labor-saving and which actually tend to reduce the real wage of 


6b Mrs. Robinson is pessimistic concerning the long-run repercussions of invention 
upon employment. Thus, she states, ‘‘There appears to be, from the long period 
point of view, very strong ground for the popular opinion that inventions tend to 
reduce employment.” ( Essays in the Theory of Employment , London, Macmillan and 
Company, 1937, p. 135.) This conclusion, however, rests upon a questionable-assump¬ 
tion, namely that if labor’s relative share in the national income is reduced, the level 
of equilibrium output will necessarily diminish, because of the increase in thriftiness. 

69 Or, as Hicks points out, even if economic progress does cause a decline in the 
equilibrium level of real wages, this would only be temporary; “enlarged profits 
would mean new saving; increased capital would raise the level of real wages again.” 
{Theory of Wages , London, Macmillan and Company, 1932, p. 130.) 

67 The effect of invention upon employment in the short period will depend upon 
the extent to which funds expended represent new investment rather than depreciation 
allowances of old plant. 
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labor as a whole. But the great majority of inframarginal labor-saving 
inventions—if they are endowed with a high labor-saving capacity—will 
simply produce a high rate of what economists call “frictional unem¬ 
ployment.” If most labor-saving inventions were marginal improvements 
as orthodox analysis suggests, frictional unemployment would not create 
much of a problem, for the labor displaced by marginal inventions is 
small in amount, and therefore the difficulties of transfer and reabsorption 
are minimized. If, however, it is recognized that most inventions are 
inframarginal, and that their average labor-saving potential is high, then 
the frictional unemployment which results takes on new significance. 
When 500 to a 1,000 persons are thrown out of work in a single enterprise 
by an individual invention, such as the strip mill, 88 and when the ages 
and skills of these men are such that they cannot easily be reemployed 
elsewhere, it seems more realistic to drop the term “frictional” and 
recognize frankly that this is a problem of technological unemployment 
attributable to the high labor-saving capacity of recent technological 
change. 

This does not mean that unions should oppose invention. Such a 
policy would be short-sighted, for despite the existence of technological 
unemployment, the level of employment would probably have been lower 
had it not been for the added investment in new technology. Labor has a 
real interest in promoting technological progress, because an active tech¬ 
nology is needed to provide outlets for new investment, and adequate 
new investment is labor’s assurance of continued employment and rising 
real income. The remedy lies in public recognition of the fact that labor’s 
indictment of machine displacement has not been entirely unfounded; 
that many new inventions are very labor-saving; and that if it is public 
policy to encourage technological progress, provision should be made to 
alleviate the distress caused among those labor groups which are most 
directly affected by technological change. 

58 See H. J. Ruttenfierg, “The Big Morgue,” Survey Graphic, 28:266-269 (1939). 
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Wage Rates and Mechanization 


In the preceding chapter, we were primarily concerned with research 
and invention—the discovery phase of technological progress. We exam¬ 
ined the factors which motivate discovery of new methods and new 
mechanical devices. But not all inventions which are discovered and 
perfected in the research laboratory find commercial utilization. In this 
chapter we shall turn our attention to the application phase of techno¬ 
logical progress and consider the factors which determine whether or not 
inventions taking the form of new and improved machinery will be 
introduced by industry. 

Wage Pressure and Mechanization 

The doctrine of marginal productivity postulates that if the price of 
labor rises relative to the price of capital, employers will find it profitable 
to alter the proportion of combination of the factors and will substitute 
capital chiefly in the form of machinery for the more expensive labor. 
This important principle is essential to an understanding of the factors 
determining the ratio of combination of labor and capital in the pro¬ 
ductive process. However, a shortcoming of this theory when applied 
to problems of mechanization in industry is that it was essentially de¬ 
signed to explain the process of substitution uncomplicated by a changing 
technological background. It is true that some of the standard expositions 
attempt to take account of technical change by considering equilibria at 
two widely separated points of time. 1 But this methodological device, 
while unobjectionable for purposes of explanation of the determinants 
of factor-combination ratios in the equilibrium positions, has definite 
limitations when it is the process of dynamic technological improvement 
which is subject to scrutiny. For most mechanization, as it occurs in the 
business world, is not simple substitution against a static background, 
but rather the embodiment of new investment in improved technology. 

Technological progress in modern industry is a stream which con¬ 
tinues to flow whether wage rates rise, fall, or remain constant relative 
to interest costs. For example, mechanization proceeded rapidly all during 
the twenties, although hourly earnings of labor, wholesale prices and 


1 J. R. Hicks, Theory of Wages (London, Macmillan and Company, 1932), p. 113- 
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long-term interest rates remained fairly stable. 2 Thus, unlike substitution 
in a stationary state, the trend toward increasing mechanization would 
continue in industry today even if wage rates were permanently frozen 
at their present levels. A major objective of mechanization, which takes 
on particular importance in a dynamic economy characterized by monopo¬ 
listic competition, is improvement of the product. It is significant that 
the major share of industrial research budgets is devoted to projects 
involving product improvement and development. The same emphasis 
seems to characterize general technological improvement within the plant. 
In many industries, mechanization has become a necessary condition of 
satisfying consumer demand. Thus machines may be introduced because 
they are more adaptable to sharp fluctuations in demand and so can 
better provide for the varying needs of customers; or introduction of 
new machinery may be a prelude to an advertising campaign which 
boasts of a product “untouched by human hands.” Since this appears 
to be what the public wants, progress in this direction proceeds even if 
the result is to raise costs per unit. Machine-made products are generally 
more dependable, more durable, more highly standardized, and therefore 
more acceptable to the consumer. These advantages are of such telling 
importance in the struggle for the consumer’s dollar that the effect of 
improvements on labor costs is frequently a minor consideration. 

Thus in the dynamic environment of modem industry, where not 
only costs but also products are subject to continuous change, the prob¬ 
lem of mechanization is posed in a different setting than in the usual 
productivity analysis. The important question from the point of view 
of the union leader, the government official, or the student of labor 
problems now becomes not whether wage increases will stimulate mechani¬ 
zation—no one denies that—but how important the stimulus will be. 
How important is the stimulus of wage pressure in comparison to other 
factors in setting the tempo of technological progress? Under what 
circumstances is wage pressure most likely to stimulate mechanization? 
What are the factors which in a given industry, under dynamic con¬ 
ditions, determine whether wage increases secured by a union will lead 
to displacement of labor by machinery? Will union wage pressure ma¬ 
terially alter the rate of new investment in improved machinery for the 
economy? These are the questions to which we shall seek answers in the 
following discussion. 


* Average hourly earnings in manufacturing, mining, and steam railroads were 
54.7 cents in 1923 and in 1931, although there was a rise of a few cents in the inter¬ 
vening years. Witt Bowden, “Wages, Hours, and Productivity of Industrial Labor, 
1909 to 1939,” Monthly Labor Review , 51:524 (1940). Bond yields (Moody’s index of 
AAA bonds) declined less than one per cent from 1921 to 1928, and then rose slightly 
in the latter part of 1928 and in 1929. See J. Schumpeter, Business Cycles (New York, 
McGraw-Hill Book Company, 1939), vol. 2, pp. 813, 875; for trend of wholesale 
prices, see vol. 2, p. 693. 
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Substitution in a Static Environment 

To understand a mechanism in motion, one must first understand it 
at rest. Let us turn first to a consideration of the effect of a wage increase 
in the individual firm when the state of the arts is assumed to be constant. 
According to marginal productivity doctrine, as we have seen in Chap- 
ter 11, each factor will be utilized in the firm up to the point at which 
the relation of its marginal product to its cost is equal to that of the 
other factors employed in the organization. 

Thus, if only two factors are employed: labor (LI and capital (C), 
then 

Marginal product L __ Marginal p roduetc 
Marginal cost L Marginal costc 

A rise in the marginal cost of labor (the denominator of the first fraction) 
will lead to a substitution of capital for labor until equality of the two 
ratios is restored. If the entrepreneur is in a monopsonistic position 
(i.e., if increased employment involves higher factor cost), marginal 
cost of the factor to the buyer will exceed the price of the factor, whereas 
to an employer in a competitive position in the market for factors, the 
price and marginal cost of factors will be equal. In both situations, how¬ 
ever, the proportionality of marginal product to marginal cost is essential 
to attainment of maximum profits by the entrepreneur. 

The doctrine of substitution has generally been posited as a long-run 
tendency, since it is only when capital is fluid that marginal productivity 
principles can exert their full influence. Furthermore, it can be assumed 
that various rigidities—institutional and economic—which impede the 
free working of economic forces in the short period, will be of less conse¬ 
quence in the long run. It has generally been held, therefore, that although 
wage increases may not lead immediately to substitution of machinery 
for labor, eventually a day of reckoning comes when the higher labor 
costs finally have their effect. Undoubtedly this theory affords a satis¬ 
factory explanation of many technical changes which are made from 
day to day in modem industry: for in every industry there are machines 
which are known to management, but which are not utilized, because 
“they do not pay.” A rise in wage rates may be the factor which produces 
the necessary margin of profit from operation of such machines, so that 
they will be purchased to displace the more expensive labor. Since wages 
constitute an important cost in most business enterprises, it is clear that 
wage increases must exert some influence upon the rate of introduction 
of machinery and improved processes. The higher costs are, the more 
anxious are employers to reduce them. Improvement in technique usually 
affords the most direct method of reducing the wage bill, short of cutting 
wages or curtailing output and employment. 
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Mechanization Under Dynamic Conditions 

When technological progress is assumed to he present, the theory of 
substitution requires some modification. At a given state of technology, 
the isoquants 3 of a firm are given and movements along the isoquants 
induced by changes in the relative prices of the factors are the major 
determinants of the intensity of mechanization. When technological 
progress is assumed variable, however, the one factor, capital, now 
becomes the embodiment of a dynamic investment which cannot be 
confined to a given isoquant. Hence, the effect of movements along a 
given isoquant tends to be overshadowed by changes in the whole pattern 
of isoquants, due to technological advance. Whereas in a stationary state 
of the technical arts, wage increases must result in the substitution of 
capital for labor if the optimum proportion of factors is to be achieved, 
by contrast in a dynamic economy, wage increases are simply one of a 
number of factors which may stimulate the rate of introduction of new 
machinery. 

In a stationary state of the arts, a wage increase induces substitution 
of machinery which would not otherwise be introduced. On the other 
hand, in a dynamic economy, introduction of new machinery does not 
wait upon wage increases, but goes on continuously as invention opens 
up new methods of reducing cost and improving products. Naturally 
some substitution in accordance with marginal productivity principles 
occurs even in a dynamic economy, but since most new machinery is 
improved machinery, the relative significance of the stimulus afforded to 
its introduction by wage increases is diminished in importance. 

The Labor-Cost-Saving Capacity of Improvements 

The important new determinant which must be taken account of in 
the dynamic process of mechanization is the labor-cost-saving capacity 
of improvements. When invention is active, the mere fact that a new 
machine is labor-saving does not necessarily imply that an increase in 
labor cost will hasten its introduction by business enterprises. This will 
probably be so, however, in those cases where the labor-cost-saving capac¬ 
ity of the new machine is relatively small, since in these cases a rise in 
wage rates can make the difference in its profitable utilization. A new 
machine, which is adopted as a result of an increase in wage rates and 
which it would not have been profitable to introduce if wage rates had 
not risen, may be termed a “marginal” improvement. The marginal im¬ 
provement has its counterpart in the process of technological discovery 

3 An isoquant of a firm may be defined as the locus of those combinations of 
factors of production which under given technical conditions would give the same 
physical quantity of production. 
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in the induced marginal invention, which we considered in the preceding 
chapter. It would seem that neither the induced marginal labor-saving 
invention, nor the marginal improvement, is a common type. 

The reader is cautioned that the term “ marginal ” is used in this chap¬ 
ter in a somewhat different sense than is customary in traditional substi¬ 
tution theory. In the absence of technological progress, capital will be 
substituted for labor until at the margin it is a matter of indifference 
whether an additional “dose” of capital is combined with the labor force. 4 
The last machine so used will be the marginal machine and any lesser 
number of machines would be an inframarginal use. Thus, if 100 machines 
are required to be used with a given labor force to attain equilibrium con¬ 
ditions, the last machine is the marginal machine whose use brings down 
the marginal productivity of capital to an equilibrium ratio with labor. If 
the machines are all alike, any one machine can be substituted for the 
other, and hence, with 100 machines in use, any one machine can be con¬ 
sidered the marginal machine. But if less than 100 machines were used in 
conjunction with the labor force, the marginal productivity of the last 
machine so used would exceed the equilibrium ratio. In this sense, all 
machines short of 100 are inframarginal. It should be observed that the 
existence of a margin under these circumstances depends upon the fact 
that the application of additional machines reduces the marginal produc¬ 
tivity of capital. 

In a dynamic economy, however, the concept of marginality assumes 
a somewhat different significance. In analyzing entrepreneurial purchases 
of new improved equipment, we shall define a “marginal improvement” 
as a new machine or device which is adopted as a result of an increase in 
the price of labor and which it would not have been profitable to introduce 
if wage rates had not risen. Here we are considering the range of cost¬ 
saving capacities of various machines not as they are arrayed at a given 
point in time, but rather as they appear, one after the other, on the eco¬ 
nomic horizon, as part of the continuous process of technological develop¬ 
ment. These machines are not alike. As each follows the preceding one in 
point of time, it bears the imprint of the latest scientific innovations. If 
there is a margin, it is a margin which is in continuous flux over time and 
each new machine as it comes on the economic scene brings with it its own 
margin. Whereas in a stationary state of the arts, the addition of each 
successive machine reduces the profitability of use of capital in compari¬ 
son with use of labor, in a dynamic economy this tendency need not be¬ 
come evident if technological advance maintains or increases the cost¬ 
saving capacity of new mechanical methods. 

4 For the classic example of the “dosing” technique in marginal productivity 
analysis, see J. B. Clark, Distribution of Wealth (New York, The Macmillan Com¬ 
pany, 1902). 
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Study of industrial development affords ample evidence that many 
new improvements are not marginal as so defined. On the contrary, the 
cost-saving capacity of most important changes in technique is sufficiently 
great so that they would be introduced at much lower wage levels. If the 
flow of technological progress contains a large number of such improve¬ 
ments, the importance of wage increases as a stimulus to changes in 
technique is reduced in importance. Whether or not wage increases will 
stimulate mechanization is then seen to depend upon the size of wage 
adjustments on the one hand, and the cost-saving capacity of improved 
machines on the other. The relationship of wage pressure and the rate of 
mechanization will, of course, be influenced by other factors: the state of 
competition, the size of profit margins, the proportion which labor costs 
form of total costs, and the nature of the operation which is being mech¬ 
anized. For example, some operations are particularly sensitive to the 
level of wage rates, since they can be equally well performed by hand 
labor or machinery. Other operations are already so highly mechanized, 
as for example, carton-filling, that higher wages cannot produce much 
change in the degree of mechanization. Still other operations are subject 
to rapid technological change induced by other factors so that higher 
wages do not make much difference in the rate of mechanization but 
simply divert to labor a larger share in the gains of increased productivity 
which would have come about anyway. 

On the other hand, it would be erroneous to conclude that the cost¬ 
saving capacity of most improvements is so great that the level of labor 
costs is of no importance in entrepreneurial calculations. Even so highly 
mechanized an operation as carton-filling can be made more labor-saving 
if rising wage costs warrant it, by improving the durability of the machin¬ 
ery, thus reducing the cost of labor needed for repairing and maintaining 
the machinery. Moreover, technological progress is not an unbroken suc¬ 
cession of strip mills and cotton pickers. Most technological improvements 
are typically small and unspectacular. Technological progress may be 
compared to a pyramiding of countless small improvements one upon the 
other, much as a coral island grows from the deposition of countless 
minute bodies. A basic invention alters the mode of production; then 
changes improving and modifying the original invention follow in quick 
succession. As continual modifications are made in the original improve¬ 
ment, the savings in cost effected by successive alterations tend to dimin¬ 
ish. 6 A screw is changed here, a new attachment is added there. Finally, a 
point is reached where further modifications of a particular model of a 

6 The cumulative effect of the numerous improvements may he larger than that 
of the first or of the basic change, but since the later modifications are spread gradually 
over time their impact upon employment and technological conditions in the industry 
presents less of a problem of adjustment. 
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machine become purely frivolous. What determines this limit? While 
many small variations will be made regardless of cost considerations, if by 
doing so the product is improved, ultimately it is labor cost, as the major 
component of variable costs, which determines the margin of profitability 
of making further modifications of this type. 

This is the picture of the average technological change—unspectacu¬ 
lar, by itself relatively unimportant, but in toto this slow building has 
changed the fa$ade of American industry. For this type of technological 
change, the wage level is frequently a significant consideration. An in¬ 
crease in the wage level prolongs the extent to which these small modifica¬ 
tions can be pushed. With regard to such changes, the word “margin” 
has meaning, for the changes effected are small and therefore an increase 
in the wage level may move plans for such improvements from the waste- 
paper basket to the drafting board. 

Improvements with Large Labor-Saving Capacity 

The type of mechanical improvement, however, which creates the 
major problem of displacement of labor and of personal and social read¬ 
justment is not ordinarily of this innocuous variety. When labor demands 
adoption of a program of dismissal wages and broadened unemployment 
compensation to protect the worker from the incidence of technological 
change, it is thinking not of the lathe attachment which makes it possible 
for an operator to cut five extra tools an hour, but rather of the new butt¬ 
weld mill which displaces an average of 100 workers per mill, a reduction 
of 75 per cent of the force of the old hand mill. 6 Improvements such as the 
latter break upon the industrial scene with profound repercussions to the 
ratio of combination of labor and capital. They do not build up gradually 
like our coral island; instead, they erupt a new island above the surface 
of the economic horizon. While resting upon the accumulated techno¬ 
logical knowledge of the past, these inventions embody a new approach 
to the problem of reducing costs of production. Improvements of this 
type usually have such a large cost-saving capacity with regard to labor 
cost and other costs of production that normal variations in wage levels 
do not affect their rate of adoption. Since the very nature of such advances 
in technique implies change and disequilibrium, there is no more reason to 
suppose that the cost-saving capacity of a typical improvement will be 
marginal at the prevailing wage level than there is to expect that profits 
will fall to zero in an economy in which new investment opportunities 
constantly present themselves. 

Of course, even a new strip mill may be marginal in certain uses, as 
for example, on small orders. Because of the large capital cost involved, it 

• Hearings before the Temporary National Economic Committee on Technology and 
Concentration of Economic Power (Washington, 1940), Pt. 30, p. 16504. 
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does not pay to build a continuous rolling mill if only a small volume of 
business is anticipated. In theory, there will be a certain volume at which 
it will be a matter of indifference to the entrepreneur whether or not he 
builds the mill. At this volume, labor costs on the new and old methods 
of production will be a crucial consideration and a rise in wage rates will 
induce an entrepreneur to invest, although before the wage change he had 
been on the margin of indifference. Admission of this possibility, however 
should not be allowed to obscure the fact that most of the sheet steel mills 
which were constructed in the last decade would have been built even if 
wage rates had been much lower. Rising wage rates had little to do with 
the rate at which industry adopted this basic change in the technique of 
steel production. The cost-saving capacity of the automatic mill for large- 
scale production of sheet steel was so great that the decision to invest in a 
new mill would not ordinarily rest upon a marginal 7 calculation of labor 
costs under the new and old methods of production. The same is true of 
other major innovations which embody a new approach to the problem 
of reducing costs of production. Although the ratio of labor costs to cap¬ 
ital charges, taken in connection with expectations of sales volume and 
other pertinent considerations will ultimately define and limit the area 
of application of the improvement, the general rate of adoption of impor¬ 
tant labor-saving innovations in the specific use for which they are de¬ 
signed will not ordinarily be affected by changes in wage rates. 

That some new machines are marginal in application whereas others 
are highly cost-saving has long been recognized by unions and reflected 
in their policies regarding technological progress. If the advantage of the 
new machine is not too great, unions frequently choose to compete with 
it by reducing wage rates on the old process, thus prolonging the life of 
their old skills. But if the superiority of the new improvement is too great, 
unions recognize the futility of competition through wage reductions, and 
prefer to attempt to control the new machines and the men that operate 
them. For example, when the “semiautomatics” were introduced in the 
bottle industry, the glass bottle blowers union attempted to compete with 
the machine by accepting a 45 per cent reduction in the hand price on 
fruit jars and by removing restrictions on output of hand workers, but 
these concessions proved insufficient and the union was compelled to 
abandon this policy for one of control. 8 On the other hand, the same union 
at a later date was able to produce some retardation in the spread of the 
Owens automatic bottling machine by accepting a 20 per cent reduction 

7 I.e., marginal in the sense that a small change in wage rates would alter the 
decision to invest. 

8 S. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), p. 232. 
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in wage rates. 9 In this case, the superiority of the automatic machine on 
small orders and certain types of bottles was small and the level of wage 
rates was an important determinant of the new machine's operating 
profitability. In many cases, however, the cost-saving capacity of new 
machines has been so great that no reasonable wage reduction could have 
effectively halted the introduction of the new process. Thus, when auto¬ 
matic machinery invaded the iron mold department of the flint glass 
industry, the union refused to consider a wage reduction on the ground 
“that no wage reduction would remedy that situation." 10 Even large 
wage reductions could not have enabled old-style mills to compete with 
the new continuous strip mills in the steel industry. When 1100 steel 
workers were thrown out of work in Ellwood, Indiana, by the shutdown 
of an old-style mill, the workers offered to work for 20 per cent less wages 
if the company would resume operations. “The offer was rejected for sev¬ 
eral reasons: one being that even if the men worked for nothing, the 
company’s strip mills could produce a superior product at lower costs." 11 

Frequency of Improvements with High 
Labor-Saving Capacity 

Recent statements of union leaders emphasize that such innovations 
capable of large-scale displacement of labor have become increasingly 
common occurrences in the stream of technological progress. 12 Whether 
invention has, in fact, become more labor-saving in recent years can only 
be determined through further empirical investigation. Nevertheless, 
there is considerable evidence that many recent technological improve¬ 
ments have been endowed with such large labor-saving capacity that it 
would have been profitable to introduce them even at much lower wage 
levels. Not only management is of this opinion; a number of improve¬ 
ments which have achieved spectacular reductions in man-hour require¬ 
ments come easily to mind. For example, in the steel industry, the con¬ 
tinuous strip mill has reduced the total cost of labor per ton of tin plate 
by 61 per cent from $36 a ton on the hand mills to $14 a ton on the strip 
mills 18 ; in the railroad industry, the scarifier and ballast leveler can do 
the work of 90 men 14 ; in the cigar industry, the changeover from hand 

9 S. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), p. 234. 

10 American Flint Glass Workers Union, Proceedings of the Fifty-First Convention 
(Cambridge, Ohio, 1927), p. 93. 

11 See H. J. Ruttenberg, “The Big Morgue," Survey Graphic , 28:267 (1939). 

12 See, for example, Philip Murray, Technological Unemployment , United Steel¬ 
workers Publication No. 3 (Pittsburgh, United Steelworkers, 1940), p. 30. 

11 H. J. Ruttenberg, “85,000 Victims of Progress," New Republic f 94:37 (1938). 

X4 Monthly Labor Review , 57:448 (1943). 
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methods to machines in one company made possible manufacture of 
cigars at a total cost of $6.25 per thousand, whereas the wage rate alone 
for skilled cigar makers using hand methods had previously been $18.50 
per thousand. 16 With regard to the future, directors of industrial research 
forecast that technological developments will be more, rather than less, 
labor saving than in the past. 16 Thus, the problem of dislocation of labor 
produced by innovations endowed with a high labor-saving capacity is 
not a transient phenomenon, but part and parcel of the high technical 
perfection of our present stage of industrial development. 

Union Organization and the Rate of Mechanization 

This brief theoretical discussion affords some basis for estimating the 
effect of union organization upon the tempo of mechanization in American 
industry. When the problem of mechanization is viewed in the aggregate, 
the result would seem to be highly satisfactory from the point of view of 
the average union leader who must continuously press for higher wages. 
Those improvements which displace the most labor in particular indus¬ 
tries are likely to be introduced without regard to ordinary variations in 
wage rates. These are the rolling mills, the cotton pickers, and other 
inventions which have a very great labor-saving capacity. The union 
leader thus can press for higher wages, justifying the demand on the 
ground that wage pressure will not affect the rate at which union members 
are displaced from their jobs, while the wage adjustments will divert to 
labor a larger share in the gains of increasing productivity. 

On the other hand, those improvements whose cost-saving capacity 
is rather small and which are therefore sensitive to changes in labor costs 
are likely to be minor in effect so that the resultant displacement of labor 
is gradual and can be more easily absorbed. The union leader may reason¬ 
ably calculate that if wage policy in such instances does produce displace¬ 
ment of labor it will be lost in the flux of changing business conditions or 
possibly may be controlled by union rules regulating layoffs. 

For those stagnation theorists who may have hoped to find in union 
wage pressure a stimulus to new investment to replace the role of the ex¬ 
panding frontier and a rapidly rising population in the past, the theory 
here suggested holds but little promise. The type of change in technique 


15 S. McKee Rosen and Laura Rosen, Technology and Society: The Influence of 
Machines in the United States (New York, The Macmillan Company, 1941), p. 235. 
The cost figures are from the books of the R. G. Sullivan Company. 

16 In a survey conducted by one of the writers, a questionnaire containing the 
following question was sent to a large number of directors of industrial research 
laboratories: “In comparison with innovations in the past, do you think current and 
prospective technological developments will be more labor saving or leas labor saving?” 
Of a total of 38 replies received, 30 stated that technological developments would be 
more labor saving, 3 reported less labor saving, and 5 forecast no change. 
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whose rate of introduction wage increases are most capable of accelerating 
—the small changes which modify and improve basic innovations—are 
not the ones which involve large capital expenditures. It is the major 
innovation—the improvement which rather than modifying existing ma¬ 
chines renders equipment obsolete and therefore requires expensive out¬ 
lays for basic new models—that necessitates the greatest expenditure 
upon new investment. But by its very nature such an improvement effects 
a large saving in cost and therefore its rate of adoption by industry is not 
normally influenced to any significant degree by wage increases. Thus, in 
so far as its effect upon the rate of industrial mechanization is concerned, 
union wage pressure is not likely to provide any significant stimulus to 
new investment. 

Factors Affecting the Sensitivity of Mechanization 
to Wage Increases 

Thus far, we have viewed the process of technological development in 
the abstract. This approach is useful both in clarifying the theoretical 
relationships involved and in making possible estimates of the effect of 
union wage pressure upon the aggregate of new investment. But for many 
purposes, it is the process of mechanization in the individual firm or 
industry—coal, steel, textiles—which is of greater interest. Certainly this 
is true for the union leader. And for the economist, analysis of the rela¬ 
tionship of wage rates and mechanization in this narrower sector makes 
possible a more precise analysis and classification of the factors affecting 
the rate of application of new machinery. Thus he may wish to know 
whether wage increases are more likely to produce substitution of machin¬ 
ery for labor in large firms or small, in soap companies or coal mines, in 
competitive industries or monopolistic industries. In the following pages 
we shall direct attention to the various factors which determine the sensi¬ 
tivity of mechanization to wage increases in particular industries. 

Magnitude of Wage Increases 

In industries in which wage levels are very low, a large abrupt increase 
in wage rates will produce a corresponding alteration in unit labor costs 
and so exert a definite stimulus to mechanization. A large wage increase 
will make profitable certain methods not economical at the lower wage 
level. Furthermore, the increase in wage costs will compel more efficient 
operation and, hence, machines are likely to be installed which would 
have paid before but which were not purchased because of ignorance and 
inefficiency attributable to reliance on low wages as a means of competi¬ 
tion. No doubt repercussions of this sort were engendered in the bagging, 
pecan-shelling, and other low-wage industries of the South, when the 
imposition of a 30-cent hourly minimum wage in accordance with the 
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Fair Labor Standards Act of 1938 resulted in a doubling and even tripling 
of wage rates. 17 

What is a “large ” wage increase will, of course, vary with the temporal 
setting and particular circumstances in which the wage increase is made. 
A given increase may be “large” for a company in a tight competitive 
position, but of minor importance for a large company with ample profits. 
The same size wage adjustment will be viewed differently by management 
at different phases of the business cycle. 

A 10 per cent wage increase would have been considered moderate in 
the automobile, steel, and coal wage negotiations of 1946, but a wage ad¬ 
justment of approximately the same amount occurring in the less favor¬ 
able economic milieu of 1937 was undoubtedly “sharp.” 18 The large wage 
increases in the latter year, coming as they did in conjunction with the 
temporary balancing of the budget, strike threats, and inventory specu¬ 
lation, probably contributed to the collapse in 1938. Although the rise in 
labor cost may have produced some stimulus to mechanization, on the 
whole it seems likely that technological progress was retarded, because 
of the unfavorable reaction produced by the rise in costs upon profits 
and the disposition to invest. 

Wage increases are in a sense a double-edged sword. While substantial 
wage increases are most likely to stimulate the introduction of labor- 
saving machinery, wage adjustments which are so large as to impair the 
incentive to invest will make management reluctant to risk capital in the 
business, and therefore reduce the rate of mechanization. Moreover, every 
large increase in cost, whether produced by a rise in the price of labor, or 
of other factors signs the death warrant for some marginal firms. Even in 
1942, a highly profitable war year, 27 per cent of all manufacturing corpo¬ 
rations reported deficits to the Treasury Department; in 1937, an average 
year by prewar standards, 54 per cent of the total showed deficits. 19 Thus, 
the number of marginal firms is by no means small and the damage that 
can be done to investment and employment by large cost increases which 
penalize border-line firms is considerable. 

If high-cost firms which are eliminated by sharp rises in wage rates 


17 It has been estimated that two weeks after the law went into operation, between 
30,000 and 50,000 persons lost employment, 90 per cent of them being in a few indus¬ 
tries in the South, such as pecan-shelling, tobacco stemming, lumbering, and bagging. 
See P. Douglas and J. Hackman, “The Fair Labor Standards Act of 1938,” II, 
Political Science Quarterly , 54:44 (1939), note 107. In England, too, minimum wage 
legislation stimulated mechanization. See D. Sells, British Wage Boards , Publication 
No. 77 (Washington, Brookings Institution, 1939), p. 325. 

18 Average hourly earnings in manufacturing increased from 59.7 cents in January 
1937 to 65.8 cents in August 1937. U. S. Bureau of Labor Statistics, Employment and 
Payrolls (January 1937), p. 9; (August 1937), p. 8. 

19 J. Backman and M. R. Gainsbrugh, Wages During the Transition Period (New 
York, National Industrial Conference Board, 1945), p. 36. 
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happen to be relatively new firms, the rate of technological progress is 
likely to suffer in consequence. For new firms and new industries have 
historically set the pace for technological advance. Of course, new firms 
may simply duplicate the products and production methods of established 
firms. Very frequently, however, as in the case of the automobile and air¬ 
craft industries and in the early commercial application of most revolu¬ 
tionary inventions, new firms embody the ideas which ultimately lead to 
the establishment of new industries. Yet upon their first entering the field, 
new firms are likely to have costs higher than those of their competitors, 
due to lack of production experience, inadequate purchasing connections, 
and similar factors. They are therefore likely to be quite vulnerable to 
sharp increases in cost attributable to union wage pressure or other 
causes. 

Maintenance of a high volume of employment in the future requires 
that all possible encouragement be afforded to the development of new 
products, the growth of new industries, and the incorporation of new 
firms. The employment provided by a new industry extends not only to 
the men actually engaged in manufacturing the new product, but also 
to the jobs which are created in capital goods industries, service, trans¬ 
portation, and distribution. Therefore, the repercussions of cost changes 
upon the birth and bankruptcy rates of new firms may be among the most 
important effects of sharp upward wage adjustments. 

The resultant need for moderation and restraint by labor in the exer¬ 
cise of its formidable bargaining power places upon the shoulders of 
labor’s leaders a responsibility for economic statesmanship which prac¬ 
tical union politics may make it very difficult for them to assume. As a 
matter of fact, the postwar belligerence of labor has demonstrated that 
in matters requiring moderation, union leaders often cannot control the 
rank and file membership. Moreover, even if the better informed and more 
conservative labor leaders were inclined to pursue a policy of moderation 
in wage demands, the pressure of internal union politics would act as a 
powerful deterrent to expression of such views. The more democratic the 
union, the more susceptible are union leaders to such pressures; for where 
representatives of dissident groups within a union are actively fighting 
for the positions of the incumbent officials, a rival who promises a 30 per 
cent increase can embarrass an official who suggests a compromise at 10 
per cent. 


Relative Importance of Labor Costs 

The sensitivity of the rate of mechanization (and of employment) to 
wage pressure will depend in part upon the importance of labor costs 
relative to other costs of production. Although disbursements to wage 
earners represent the major share of income for the economy as a whole, 
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in the individual firm other expenses frequently bulk larger in importance. 
In many companies, particularly those in which the nature of the product 
lends itself to a high degree of mechanization in manufacture, labor costs 
represent less than 10 per cent of total costs. For example, it has been 
found that direct labor costs in a company producing drug supplies con¬ 
stituted only 3 per cent of sales; in a brush company 5 per cent; in a 
chewing gum concern 9 per cent. 20 

Over the economy as a whole, there is considerable variation among 
industries in the percentage which labor costs form of value of product. 
In anthracite coal, the percentage is 56.6; in metal mining 24.3; in iron 
and steel 19.9; in tobacco manufacture 5.2. 21 It seems likely that in firms 
where labor costs bulk large as an expense of production, wage increases 
will afford more of a stimulus to mechanization than in firms in which 
wage costs are relatively unimportant. If, for example, labor costs form 
only 10 per cent of total costs in a firm, an upward wage adjustment even 
of 50 per cent would produce an increase in total costs of only 5 per cent, 
and as a consequence would probably exert a less significant influence 
upon the tempo of mechanization than if labor costs bulked large as an 
operating expense. 

In the coal industry, the districts of the west where wage rates were 
relatively high have been marked by general adoption of mechanical load¬ 
ing, whereas in districts where wage rates were lower, less mechanization 
is evident. 22 It would be expected that wage increases would stimulate 
mechanization in the coal industry 23 ; for labor costs constitute a very 
high proportion of total costs. In bituminous coal, for example, 72 per 
cent of the expenses of production is represented by wage disbursements. 24 
Application of mechanical means to loading operations in this industry 
was inevitable as a technological development, 25 for shoveling coal into 

20 From a field survey conducted by one of the writers. 

11 A. M. Ross, “What is Responsible Wage Policy,” Southern Economic Journal , 
14:275 (1948). 

M F. G. Tryon, et al. t “The Mineral Industries,” in Technological Trends and 
National Policy (Washington, United States National Resources Committee, 1937), 
p. 154. 

23 Although the rate of application of the mechanical undercutter and loader has 
been accelerated by wage increases, invention of these devices was not attributable 
to wage increases. Manufacture for sale of the former began in 1880, while experi¬ 
mentation on the latter began over 40 years ago. Discovery of these devices was 
motivated by the desire to save labor, but relative changes in factor costs were not a 
condition of their discovery. See H. Jerome, Mechanization in Industry (New York, 
National Bureau of Economic Research, 1934), pp. 130-131. 

24 Statistical Abstract of the United States for 194.2 (Washington, 1943), p. 721. 

26 In an interview with one of the writers, a high official in the United Mine 
Workers conceded that union wage pressure had speeded up technological change in 
the coal industry. However, he argued that the large companies would have intro¬ 
duced the new machines anyhow, although the smaller companies might have been 
content to go along with hand methods had it not been for the pressure of high labor 
costs. 
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mine cars requires from 50-60 per cent of the total force in a bituminous 
mine. 26 Consequently, the change from hand to machine loading offers 
great possibilities of raising man-hour output and reducing unit labor 
cost. Added to these considerations is the fact that wage increases in the 
industry have been substantial. In bituminous coal, for example, average 
hourly earnings increased from 50 cents in 1933 to $1.63 in July 1947. 27 
The actual increase in the price of labor was greater than these figures 
would indicate, since the miners have also won a welfare fund, paid vaca¬ 
tions, and other benefits. 

The reader may perhaps question the relevancy of a discussion of in¬ 
creases in total cost in connection with introduction of improved processes. 
For it is the saving in operating expense (i.e., marginal cost) which deter¬ 
mines the profitability of operation of a new machine. This is true when 
the contemplated change in methods has already reached the stage of 
calculation and deliberation, but before this stage is reached the employer 
must first be induced to take action. It is in this connection that relative 
magnitudes of labor costs and total costs become significant. In firms in 
which labor costs constitute a minor outlay, wage increases fail to make 
much of an impression upon the cost-consciousness of the entrepreneur 28 
and therefore are less likely to be the factor which stimulates him to 
change production methods. 

Of course, even if labor cost is only a small percentage of total cost, it 
may still make its pressure felt. This is particularly true in firms operating 
under a slim profit margin. Moreover, even if labor cost constitutes only 
a small proportion of over-all costs, it may still bulk large in an individual 
department, whose head will undoubtedly be alert to offset wage increases 
by further mechanization wherever possible. These qualifications must, 
of course, be admitted. Nevertheless, as a general rule, of two companies 
having equal profit ratios, in one of which labor costs constitute a large 
proportion of total costs, and in the other a small proportion, the former 
is more likely to attach importance to wage increases as a stimulus to 
mechanization. 29 The smaller are labor costs and the larger (relatively) 
are other costs of operation, the more important the latter become as 

26 Monthly Labor Review, 50:341 (1940). 

27 Monthly Labor Review , 63:166 (1946); United States News (July 18, 1947), p. 25. 

22 If wage pressure is not sufficient to activate entrepreneurial reaction, wage 

increases plus labor trouble may prove to be more effective. The “nuisance cost” of 
union organization may have the effect of lowering the threshold of employer resist¬ 
ance to labor-saving devices. See E. Lonigan, “The Effect of Modern Technological 
Conditions Upon the Employment of Labor,” American Economic Review , 29:252 
(1939). 

As Professor Slichter puts it, “ The very fact that wage rates tend to be high 
in industries in which labor costs are a small proportion of sales suggests that the 
level of labor costs affects the attention which management gives to them.” 8. H. 
Slichter, “The Responsibility of Organized Labor for Employment,” American Eco¬ 
nomic Review , 36:199 (1945, supplement). 
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objectives of the cost-saving function of technical improvement. Thus, 
where labor cost is relatively small, the desire to save materials, economize 
floor space, reduce insurance rates, eliminate breakdowns, reduce over¬ 
head, or cut fuel and power bills frequently constitutes a major motive 
for introducing changes in production technique. 

Keen Competition and Low' Profit Margins 

Wage increases are most likely to stimulate mechanization when they 
occur against a background of keen competition and low profit margins. 
Emerson once remarked: “Mankind is as lazy as it dares to be”—and 
employers are no exception. If profit margins are ample and rising labor 
costs can be compensated for by raising prices, wage pressure is less likely 
to stimulate productive efficiency than if profit margins are thin and 
consume^ resistance to higher prices substantial. The condition of 
wage pressure, keen competition, and low profit margins is frequently a 
result of partial unionization of an industry, which produces a flight of 
non-union firms to areas where cheap labor can be obtained and union 
organization avoided. Firms remaining in the union sphere are placed in 
a difficult competitive position, on the one hand being saddled with higher 
costs and on the other hand being faced by competition from firms whose 
labor costs may actually have been reduced by reason of the exodus to 
low-wage territory. Union wage pressure in such a case provides a double 
spur to efficiency and the usual result is an intensification of mechaniza¬ 
tion in union-controlled plants in an effort to reduce unit costs to a com¬ 
petitive level despite the incidence of higher union wage scales. 

However, if the union and non-union wage differential is too great, 
mechanization in the union plants may actually be discouraged. Mech¬ 
anization is a form of investment, and investment requires the prospect 
of profit. Consequently, in a number of industries which have been par¬ 
tially unionized, the newest machines and the most intensive degree of 
mechanization are to be found in the low-wage non-union sector. This is 
true of the textile industry and also to some extent of the printing indus¬ 
try. In the hosiery industry, it has been necessary for the union to en¬ 
courage mechanization through union-management cooperation, since 
most of the new capital and new equipment has been going into the non- 
unionized part of the industry. 

In a number of industries, union wage pressure has definitely con¬ 
tributed to an accelerated rate of technological change. In the viscose 
filament rayon industry, the president of the Textile Workers Union of 
America declared, “With competition increasing and the profit margin 
narrowing . . . manufacturers are seeking every possible method of re¬ 
ducing their labor force.” 30 In the extractive industries, union wage pres- 

*° Hearing* before the Temporary National Economic Committee on Technology and 
Concentration of Economic Power (Washington, 1940), Pt. 30, p. 16841. 
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sure set against a declining profit ratio, in part attributable to increasing 
handicaps imposed by nature 31 and in part to competition from substi¬ 
tutes in the sales market, has tended to stimulate mechanization. 

In several companies in the food processing industry canvassed by 
one of the writers, wage increases have stimulated mechanization because 
consumer resistance has rendered it difficult to raise prices further and 
rising costs of raw material resulting from the Administration’s farm 
policy have so cut into profit margins that absorption of wage increases 
out of profits was impossible. Hence mechanization was the only remain¬ 
ing avenue of escape. Similarly, in a drug company operating on a profit 
margin of less than 1 per cent of sales, wage increases were also held to 
have stimulated mechanization, despite the fact that direct labor costs 
averaged only 5 per cent of total costs. This company had been gradually 
losing business over a period of years and so was very sensitive to increases 
in cost of any kind . That, perhaps, is the important point. In companies 
operating on low profit margins, wage increases frequently provide the 
spur which motivates management to substitute machinery for labor, 
hut an increase in material costs , or overhead , or taxes might have had pre¬ 
cisely the same effect. The stimulus of the increase in wage costs compels 
management to look around in the industry and bring its own plant up-to- 
date with others. It is possible that even if wage rates had remained at 
their former level, but other costs had risen, management would have been 
equally stimulated to economize and would have introduced the new 
machines just the same. In other words, in many of the highly competi¬ 
tive industries, where wage increases apparently stimulate introduction 
of machinery, it may be the pressure of costs in general rather than of 
wages per se which is responsible for this relationship. Just as there is, 
under certain circumstances, a relationship between the level of wage 
rates and intensity of mechanization, so there is a similar relationship 
between the level of costs in general and the rate of introduction of known 
improvements. 

Size of Firm 

In addition to the relative importance of labor costs and the degree 
of competition, size of firm may also influence the nature and significance 
of the effect which wage pressure exercises upon the rate of mechaniza¬ 
tion. While the influence of various conditioning factors cannot be ig¬ 
nored, it seems probable that, ceteris paribus , the smaller the size of the 
firm, the greater the likelihood that wage increases will stimulate mechani¬ 
zation. Note that smallness of corporate entity creates a situation in 
which the pressure of wage increases stimulates mechanization. Considered 
alone, smallness of firm is probably a deterrent to mechanization. The 

81 In lead and zinc mining, for example, productivity fell about 13 per cent from 
1939 to 1943. Monthly Labor Review , 63:909 (1946). This decline was largely attribut¬ 
able to the working of poorer grade ores, because of the needs of the war program. 
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large company, having readier access to investment funds and because 
of its size capable of achieving a more intensive division of labor, is gen¬ 
erally more highly mechanized. It is in conjunction with the pressure of 
wages that smallness exercises an influence contributing to an accelera¬ 
tion in mechanization. 

There are a number of reasons why one might expect a difference in 
reaction by small and large companies to the same wage stimulus. In the 
first place, in many industries the large companies through the medium 
of advertising are able to build up a notion of quality in the minds of 
consumers, thus making it easier for them to pass on wage increases in 
the form of higher prices without losing many customers. In contrast, 
small companies which cannot afford expensive advertising are com¬ 
pelled to compete primarily on the basis of price and so are forced to 
find other means than price adjustments to offset higher labor costs. In 
the second place, small business may be located in more highly competi¬ 
tive fields than large companies and therefore display a greater sensitivity 
to the pressure of high wage costs. Thirdly, the cash resources of the 
typical little businessman and the means available to him to obtain short¬ 
term working capital are generally less adequate than those of big busi¬ 
ness. As a consequence, wage increases, by depleting cash resources, are 
likely to stimulate management to find ways and means of reducing the 
payroll to its former level. 

Lastly, one cannot neglect those non-economic factors which are ig¬ 
nored by economic theory, but which play such an important role in the 
business world. It is possible, for example, that technological progress 
proceeds upon a more economic basis in small companies than in large 
ones. 82 In large companies, executives take great pride in being able to 
say: “We have the most up-to-date factory in the entire industry.” If 
one large company puts in a new machine which makes a better or more 
uniform product, or which makes manufacturing operations less tiring to 
labor, then large competitors will frequently follow suit, even if the result 
is to raise unit labor costs. “ Keeping up with the Joneses” has its counter¬ 
part in the business world 33 and is an important motive stimulating tech¬ 
nological improvement in large-scale industry. 

Some department heads in large concerns like to buy every new gadget 
that comes on the market. Whereas the little businessman will repair a 

12 On the other hand, in small companies, personal considerations are likely to 
overshadow purely economic calculations, particularly in the matter of layoffs. In 
plants where the president knows every employee by his first name, labor-saving 
improvements are likely to be introduced more slowly than in large companies where 
displacement of labor is less of a personal process. 

99 Conspicuous investment and technological emulation may be the counterpart 
in the field of business of what Veblen referred to as conspicuous consumption on the 
part of consumers. 
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machine when it breaks down, the plant superintendent in a large concern 
is more likely to order a new one. Progress in large companies becomes a 
thing in itself, never, of course, wholly detached from principles of cost, 
but nevertheless considerably influenced by considerations of prestige, 
keeping up with the other fellow, and perhaps by something akin to the 
pride of the connoisseur. Because of the influence of these and related 
motives, wage increases are probably relatively less important as a stimu¬ 
lus to mechanization in large companies than in small firms. 

Executives in large companies are continually searching for new tech¬ 
niques, new machines, and new devices which give promise of reducing 
costs and raising profits. Consequently, technological progress goes on 
without much relation to wage levels. In smaller companies, however, 
research expenditures are small or non-existent, management ability and 
remuneration is frequently less, and so technological progress may 
require frequent prodding. Union wage pressure may supply this neces¬ 
sary stimulus, contributing to a greater efficiency and to a more rapid 
rate of introduction of improved processes in small companies. Thus 
smallness of the corporate entity, like keenness of competition and a high 
ratio of labor costs to total costs, tends to create a situation in which wage 
pressure is most likely to stimulate mechanization. 




20 

Unions and Industrial Efficiency 


In the previous chapter, we reviewed the circumstances in which it 
was most likely that wage increases would stimulate mechanization. In 
this chapter, we direct our attention to a broader problem. We shall be 
concerned, not only with mechanization, but also with all the other 
methods by which costs can be lowered and quality of product improved. 
Even if it were proved that wage pressure had little or no effect upon the 
rate of mechanization, wage pressure still might afford a substantial 
stimulus to industrial efficiency if it induced management to seek other 
means of reducing cost and waste. The possibilities of mechanization are 
somewhat limited by the nature of the product, the availability of capital, 
and similar factors, but numerous other means—less subject to such re¬ 
strictions—exist of reducing cost, such as proper scheduling of operations, 
elimination of breakdowns, better arrangement of floor space, and so 
forth. 

Since mechanization is a method commonly utilized by management 
to achieve a reduction in costs, we shall again be concerned with the effect 
of wage increases upon introduction of machinery. We shall consider this 
problem, however, from the point of view of union wage adjustments, 
which may differ in nature and effect from the wage changes which would 
occur in an unorganized labor market. Because union wage movements 
are peculiar in a number of respects, the conclusions of the previous 
chapter regarding the relationship of wage pressure and rate of mechaniza¬ 
tion cannot be applied to union wage changes without some qualification. 

In discussing the net effect of unions upon industrial efficiency, we 
shall also consider the consequences of union attempts to retard and con¬ 
trol the rate of introduction of labor-saving machinery. 

The Ubiquity of Inefficiency 

In perfect competition, waste is fatal to the individual enterprise. 
Inefficiency reflected in high costs cannot under perfect competition be 
masked from the consumer by advertising. Nor can it be rendered harm¬ 
less by combinations among producers to fix prices at a “safe” level or to 
erect barriers to shut out possible new competitors. Since in a perfectly 
competitive economy competition proceeds solely on the basis of price 
and Hew firms can freely enter the industry, inefficiency is penalized 
quickly and ruthlessly by business failure. 
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In actual business life, however, the cathartic influence of competition 
is considerably diminished. As one economist has expressed it: 

. . . there is in all industries, at all times, a variable but universally 
wide margin for the more speedy adoption of known and tried improve¬ 
ments in the methods and organization of production. The stimulus of 
competition under normal conditions is not sufficient to ensure the oper¬ 
ation of the law of substitution either with great speed or great exacti¬ 
tude. There is undoubtedly scope for improvement, and there is the 
strong probability that an improvement would result if an additional 
stimulus is applied by increasing wages. 1 

It seems likely that there is a wide area in which wage pressure—and 
in particular union wage pressure—can contribute to raise the level of 
industrial efficiency. Naturally, unionism provides no panacea to the 
problem of waste in industry. In certain circumstances, union organiza¬ 
tion may provide the stimulus which makes the employer cost conscious 
and leads him to accelerate the tempo of technological change. In other 
cases, however, unionism may have the opposite effect. It may bring with 
it a paraphernalia of rules and restrictions which produce a waste of labor 
and resources far exceeding that which preceded it in the industry. 2 

Mode of Wage Payment and Efficiency 

The nature of the effect exerted by union organization upon industrial 
efficiency will depend in large measure upon the type of wage payment in 
use, the greatest stimulus being forthcoming when payment by the piece 
is customary. Piecework tends to make management inefficient. Since the 
cost of mechanical work stoppages is borne by employees, employers are 
slow to correct defects in the productive apparatus, knowing that labor 
will compensate for them by working harder in order to prevent earnings 
from declining. Consequently, in piece rate industries, a major task of 
union officials is to improve working conditions and to eliminate the 
causes of delay in production. The result of union intervention is fre¬ 
quently a notable improvement in plant efficiency and an enhancement 
in quality of product. For example, in the stove, pottery, and glass bottle 
industries, union organization appears to have improved the quality of 


1 J. W. F. Rowe, Wages in Practice and Theory (London, George Routledge and 
Sons, 1938), p. 207. 

2 An interesting, though now outdated, study of the responsibility for waste in 
industry was conducted in 1921 by the Committee on Elimination of Waste in 
Industry. After investigating six industries in which unions had (and continue to have) 
considerable strength: men’s clothing, metal trades, building trades, printing, boot 
and shoe, and textile manufacture, the Committee found that over 50 per cent of the 
responsibility for waste could be placed at the door of management and less than 
25 per cent at the door of labor. See Committee on Elimination of Waste in Industry, 
Summary of Report (Washington, Federated American Engineering Societies, 1921), 

p. 8. 
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the product, although in the bituminous coal industry, union insistence 
upon run of the mine payment has made for the loading of dirty coal. 

In industries where time payment is the vogue, union organization is 
more likely to diminish plant efficiency. In the automobile industry, for 
example, large wage increases have made labor more expensive and there¬ 
fore interested management in using it more efficiently; but entrepre¬ 
neurial efforts to boost the speed of machinery and to increase man-hour 
output have been opposed by the union, which by quotas and other re¬ 
strictions on output, and frequent slowdown strikes has attempted to 
protect union members from speed-up measures. 3 

Effect of Union Organization on Technical Efficiency 

In many firms prior to the advent of union organization management 
depended upon payment of low wages to keep costs down to a competitive 
level. As long as this effective means could be relied upon, productive 
efficiency tended to be ignored and suffered as a result. 4 Union organiza¬ 
tion, by removing wage rates from the competitive sphere, can produce 
a desirable change in emphasis from wage levels to production costs and 
thereby diminish the divergence in technical standards between the least 
efficient and most efficient firms in the industry. If the effect of union 
wage pressure is to make inefficient managers better imitators, the general 
level of efficiency in industry will benefit. And of course to the extent that 
the least efficient firms are eliminated, an automatic increase occurs in 
the statistical average efficiency of firms left in industry. 

Union organization by raising wages in union plants increases the cost 
advantage of non-union competitors and compels union firms to increase 
efficiency in order to remain in competition. Moreover, the presence of a 
strong union with alert shop stewards compels management to justify 
many production methods and rates and therefore encourages a more 
careful examination of costs and production policy. Although union wage 
pressure probably produces a small net gain in labor efficiency, the diffi¬ 
culties encountered by union plants in holding their markets indicates 
that the gain is insufficient to offset the increased price of labor. 

Union influence upon technical efficiency has a time dimension. Prob¬ 
ably the greatest increase in efficiency is forthcoming when an industry 

a R. J. Thomas, vice-president of the United Automobile Workers, testified before 
the TNEC that his union had reduced productivity 5 to 10 per cent in the industry 
as a whole. See Hearings before the Temporary National Economic Committee on 
Technology and Concentration of Economic Power in the United States (Washington, 
1941), Pt. 30, p. 16375. 

4 As Dr. Harry A. Millie aptly has phrased it: “Low wages and long hours have 
often been a tax, higher wages and shorter hours a premium, upon efficiency of 
organization and management .” H. A. Miliis, “The Union in Industry: Some Obser¬ 
vations on the Theory of Collective Bargaining/’ American Economic Review, 26:9* 
(1935). 
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is newly organized. Then the wastes may be more obvious and abundant, 
but after a while when the backlog of waste is exhausted, a point of 
diminishing returns must be reached. Furthermore, as unionism itself 
matures and its power in industry grows, it is more likely to bring its 
own w r astes to industry. As a general rule, the more strongly entrenched 
is the position of a union in an industry, the less it is concerned with the 
efficiency of the individual firms under its jurisdiction. Consequently, 
even though the possibilities of raising the level of industrial efficiency 
are considerable, there is room for skepticism regarding the contribution 
which unionism will make in this respect in the future. Managements in 
the railroad, printing, and clothing industries have been subjected to 
union wage pressure over a long period, but it is doubtful whether they 
are conspicuously more able, thorough, and alert to technological develop¬ 
ments than managements in other industries which do not operate under 
union pressure. 5 If union wage pressure does notin actual practice generate 
the improvement in efficiency which the rise in wage levels might be 
expected to produce, the failure may be attributable to the fact that union 
wage pressure involves a special kind of wage movement, the consequences 
of which may differ in significant respects from that produced by minimum 
wage legislation, for example, or non-union wage adjustments. 

Nature of Union Wage Movements 

Modern industrial unionism has given rise to three tendencies of con¬ 
siderable economic portent. The first is the spread of industry-wide collec¬ 
tive bargaining. The second is the stabilization on an industry-wide basis 
of hourly earnings, piece rates, or labor costs. The third is the spread of 
leader-follower relationships in wage policies. Not only do many unions 
bargain with employers representing the industry as a whole, but also 
they have attempted in a number of cases—the best known of which is 
the stabilization plan of the Amalgamated Clothing Workers—to elimi¬ 
nate cutthroat competition based on wage cutting by establishing uniform 
wage scales for the firms in the industry. And even where wage changes 
are not initiated on an industry-wide basis, the impetus which unionism 
affords to leader-follower relationships in wage policies has resulted in 
wage increases granted by one firm being followed soon after by the other 
firms in the industry. As a consequence of these union policies, wage 
increases tend to be industry-wide, the same increase being made by all 
firms in the industry at about the same time. 

The Policy of Uniformity in Wages 

In industries employing the most wage earners—steel, automotive 
bodies and parts, aircraft, rubber, baked goods, textile, paper and paper- 

6 S. H. Siichter, “The Responsibility of Organized Labor for Employment/' 
American Economic Review , 35:199 (1945, supplement). 
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board, and others—the tendency is for the individual employer to keep 
his wage rates in line with those paid by other firms in the industry, a 
policy which frequently results in an industry-wide wage adjustment 
whenever circumstances compel a revision of rates in a particular firm. 
While in many industries sympathetic intraindustry wage movements 
deriving from oligopolistic price policies antedate unionism, union pres¬ 
sure has tended to spread and to make explicit uniformity as a cardinal 
basis of wage policy. There is now double pressure for uniformity in wages: 
from competitors and from labor itself. Union contracts requiring pay¬ 
ment of wages on a par with rates prevailing for work of a similar nature 
in other firms in the industry hasten the spread of wage increases through 
an industry. At the same time, however, such pressure may produce a 
feeling among company executives that upward adjustments should not 
be made unless other firms in the industry are making them, or the union 
demands them, and therefore make for fewer, though larger, wage 
adjustments. 6 

Most unions want uniformity throughout an area of competitive pro¬ 
duction, and to secure such uniformity a number of unions have at¬ 
tempted to extend their organization to cover the entire industry. During 
recent years, there has been industry- or trade-wide bargaining on a 
national scale in anthracite and bituminous coal mining, in railroading, 
and in the pottery and glassware industries. Regional collective bargain¬ 
ing between employers’ associations and unions has existed in a number 
of industries, such as the full-fashioned hosiery industry and the silk 
mills in the Northeast, in trucking, and retail meat markets in the Middle 
West, and in the longshore and paper and pulp industries on the Pacific 
Coast. 7 Of course, not all unions strive for uniformity—and as far as 
organization is concerned, national agreements are in the distinct minor¬ 
ity—but nevertheless the fact that many unions prefer equalization mer¬ 
its consideration in any evaluation of the effect of union wage pressure 
upon mechanization. 

Unionism also makes for greater uniformity in the trend of wage rates 
over the economy as a whole. Thus, the percentage increase in hourly 
earnings in railroads, mining, and manufacturing has been approximately 
the same despite the fact that the former two are declining industries 
while the latter is expanding. Using 1923-25 as base period, index num¬ 
bers of average hourly earnings in manufacturing increased from 36 in 
1909 to 120 in 1939; in mining, the increase was from 41 to 111, and in 
steam railroads from 37 to 120. 8 

Unions are dynamic organizations, but paradoxically one of their 

«G. F. Bloom, “Wage Policies and Trends in the War Boom,” American Eco¬ 
nomic Review 38: 895-896 (1943). 

7 See Chapter 8 for further data on this subject. 

8 Witt Bowden, “Wages, Hours, and Productivity of Industrial Labor, 1909 to 
1939,“ Monthly Labor Review , 51:524 (1940). 
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major objectives is stability. Frequently, achievement of this aim is 
dependent upon elimination of competition between firms in the sphere 
of wage rates. The more competitive the industry, the smaller the units 
in the industry, and the less responsible the employers, the greater is the 
likelihood that union wage policy will seek competitive parity in labor 
cost as a measure to relieve pressure on the wage structure. 9 In an indus¬ 
try in which there is considerable variation in the size and efficiency of the 
individual firms, a union must decide whether the welfare of its members 
can best be served by equalization of hourly rates, piece rates, or labor 
costs per unit in the various plants under union jurisdiction. In some 
circumstances, the policy of equalization of wage rates or hourly earnings 
will provide the maximum incentive to industrial efficiency. It may be 
adopted in the form of uniform wage scales, as in the building and print¬ 
ing industries, where jobs are skilled and occupational rungs clearly 
defined, or it may take the form of uniformity in plant average hourly 
earnings, as in the carpet and rug industry, where rapid technology, and 
the lack of standardization of operations and product make this the most 
expedient policy. Such a plan attempts to stabilize earnings while leaving 
costs to management. Since backward companies must pay as high rates 
as the most efficient firms, a policy of uniformity in hourly or day wage 
rates provides the maximum incentive to adoption of improved machinery 
by the less efficient companies in an industry. 

If, on the other hand, the union decides to equalize piece rates or 
unit labor cost, the incentive afforded to employers to improve efficiency 
is reduced, unless the union agrees to adjust rates downward as improve¬ 
ments in technique permit greater output. For if piece rates are fixed, 
introduction of improved machinery serves merely to increase output per 
worker, so that labor’s earnings, not employers’ profits, are augmented 
by technical advance. In the men’s clothing industry, for example, the 
Amalgamated Clothing Workers, through its market stabilization depart¬ 
ment, has attempted to standardize labor costs on a national scale. Stand¬ 
ard labor costs are established for various grades of clothing and conform¬ 
ity with the standards of quality and labor cost is enforced by union 
representatives. Since the labor cost on a given grade of clothing is fixed 
and cannot be reduced, the employer is deprived of virtually all incentive 
to improve his method of production and the quality of his garments. One 
leading labor economist concludes: 

Because the market stabilization program substantially reduces the 

employer’s incentive to make improvements, it would, if strictly en¬ 
forced for a considerable period of time, impose stagnation on the union 


9 Solomon Barkin, “Industrial Union Wage Policies,” Plan Age, 6:3 (1948). The 
writers have drawn heavily on his article for this section. 
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part of the industry, and it would undoubtedly lead to a considerable 
expansion of non-union production and employment. 10 

In practice, of course, strict enforcement of the stabilization plan has 
been impossible. Furthermore, the stabilization program does not apply 
to high-quality garments. Consequently, an area is still left in which an 
incentive is offered to the employer to improve methods of production. 
In this connection, it is important to realize that even if employers cannot 
reduce labor costs through mechanization, technological progress may 
still hold forth the prospect of savings in other costs. 

In the full-fashioned hosiery industry, the American Federation of 
Hosiery Workers was compelled to abandon its policy of uniformity in 
piece rates, because it gave union concerns no incentive to keep up with 
technology and as a result the non-union low-wage sector of the industry 
made the more rapid strides in mechanization. 11 To induce union manu¬ 
facturers to modernize equipment, the union negotiated individually with 
employers, promising concessions in rates in exchange for purchases of 
new equipment. The more or less standard bargain was that in return 
for the purchase of 10 per cent new equipment, the union would concede 
piece rate reductions of about 15 per cent. 12 By 1941, the unionized sector 
of the industry had caught up with the non-union sufficiently so that the 
union was able to return to uniform piece rates once more. The experience 
of the American Federation of Hosiery Workers and of other unions which 
have attempted to impose uniform piece rates or unit labor costs on an 
industry indicates that such a policy may act as a substantial deterrent 
to progress in technique. At the present stage of union organization, 
unions have been compelled to interest themselves in the stage of techno¬ 
logical efficiency of their employers, since diversion of the trade to more 
efficient non-union manufacturers is a constant threat to union job oppor¬ 
tunities. Whether unions will be equally concerned about efficiency 
when industry-wide collective bargaining becomes the rule is, however, 
questionable. 

On the whole, it seems likely that equalization of wage rates will come 
to be the dominant form of union wage policy. 13 Of course, there must 


10 S. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), p. 531. 

11 Union plants were at a disadvantage not only because of a higher wage level 
than non-union firms, but also because the piece rate schedules gave employers no 
saving in direct labor cost after a certain point for introducing more productive 
machinery, S. H, Slichter, Union Policies and Industrial Management (Washington, 
Brookings Institution, 1941), p. 357, note 21. 

14 S. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), p. 359. 

14 When an industry is first entered by a union, the effect of collective bargaining 
is usually to widen wage differentials, because unions organize the large, better 



486 


ECONOMIC THEORY OF LABOR 


necessarily be variations from this to suit the peculiarities of individual 
industries, but the policy of uniformity will probably come to prevail in 
those industries in which it is practicable because it is best adapted to 
the political necessities of unionism. It is simple and its aim of equality 
in a particularly obvious and just form commends it as a slogan for the 
rank and file. Its reasonableness is convincing. As one union leader puts 
it—“If Joe Smith goes into a store to buy a hat, he has to pay the same 
price for it whether he happens to be an employee of General Motors or 
Willys. Then why shouldn’t he be paid the same rate for his work?” If 
uniformity of hourly earnings becomes the predominant wage policy of 
unionism, then the effectiveness of union wage pressure in hastening the 
spread of improvements from progressive firms to less efficient ones will 
be augmented. 

The Policy of Simultaneity in Wage Adjustments 

Unions may seek simultaneity in timing of wage changes rather than 
uniformity in rates. As stated by the President of the Textile Workers 
Union of America: 

We did not try to get stability in the level of wages but in the movement 
of wages. We were interested in getting increases and decreases by differ¬ 
ent employers related, not in having them all pay equal wages for the 
same work. 14 

What would be the effect upon industrial efficiency of general adoption 
of such a policy by unions? 

While uniformity in hourly earnings—though not in piece rates—con¬ 
duces to greater industrial efficiency, simultaneity in wage increases prob¬ 
ably lessens the effectiveness of the stimulus which normally is forth¬ 
coming from wage pressure. If wage rates are raised generally in an 
industry, the individual entrepreneur, knowing that his competitors are 
faced by the same rise in costs as he, is much more likely to attempt to 
pass on the increased labor costs in the form of higher prices to consumers, 
in the expectation that competitors will follow a similar course, than if 
he alone had been compelled to grant a wage increase. Price increases are 
more likely to follow industry-wide changes in wage levels than changes 
within a single firm, because the average businessman, although he has a 
fair conception of the demand curve for his individual product, has either 
no notion of a demand curve for the product of the industry, or else as¬ 
sumes that it is inelastic within the relevant range. Thus simultaneous 

paying firms first and raise their wages further. Ultimately, however, as the strength 
of the union increases and the low-wage firms are brought under union control, the 
variation in wage rates among firms is diminished. 

14 Statement by Emil Rieve before Seminar in Collective Bargaining, Harvard 
University, January 19, 1943. 
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union wage changes facilitate shifting the burden of higher labor costs 
to the consumer. To the extent that this is accomplished, the inducement 
afforded to management to increase its efficiency is lessened, and as a con¬ 
sequence neither mechanization nor technological changes of other kinds 
may follow the wage increase. Profits may not be cut at all by the wage 
adjustment, but merely be kept from rising as fast as they otherwise 
would have in good times. 

Not only does the nature of union wage pressure conduce to general 
price movements by the firms affected, but also it provides a common 
problem affecting all companies in an industry alike and therefore tends 
to build up a certain solidarity and unity of purpose among employers 
which may have deleterious consequences for consumers . 15 Collective 
action by workers in an industry stimulates collective action by employers. 
As in the Hegelian dialectic, thesis breeds antithesis—and the synthesis 
may be a conspiracy against the consumer. Wage increases throughout an 
industry may precipitate a demand for higher tariff protection by the 
manufacturers of the industry—and likely as not the union will lobby in 
favor of the demand . 16 Or, as in the coal industry, unions and employers 
may jointly seek government assurance of the maintenance of “fair 
prices.” Unionism discourages competitive price cutting based upon 
chiseling of wage rates, but unfortunately at the same time probably 
encourages monopolistic price practices among employers 17 who see in 
“maintenance of fair prices” the only means of meeting union demands 
for higher wages and at the same time protecting profits. In the photo¬ 
engraving industry, for example, both wages and prices were raised 

15 As Professor Slichter has observed, “one of the dangers of national agreements 
between unions and associations of employers is that the agreements will be used 
by the less progressive employers to retard technological changes by progressive 
employers.” S. H. Slichter, Union Policies and Industrial Management (Washington, 
Brookings Institution, 1941), p. 205. 

16 There are several instances of unions seeking tariff protection as a means of 
supporting a high level of wages in an industry. The Glass Bottle Blowers strongly 
supported a higher tariff on French perfume bottles and the National Brotherhood 
of Operative Potters lobbied in favor of higher duties on pottery. See J. T. Dunlop, 
Wage Determination Under Trade Unions (New York, The Macmillan Company, 
1944), p. 10; and D. McCabe, National Collective Bargaining in the Pottery Industry 
(Baltimore, Johns Hopkins Press, 1932), p. 116. 

17 The first organization of labor into unions prompted Engels to say, “What gives 
these unions and the strikes arising from them their real significance is . . . that 
they are the first attempt of the workers to abolish competition.” (Frederick Engels, 
Condition of the Working Class in England in 1844, 3d reprint, London, George Allen 
and Unwin, 1936, p. 218.) The movement of labor to restrict the free action of com¬ 
petitive forces has continued over the years. From restriction of competition among 
workers for jobs it has extended to establishing uniform labor costs for an industry 
to prevent cutthroat wage cutting. It is an easy step from stabilization of wages to 
stabilization of prices—and this may become an important objective of union policy 
in the future. In any appraisal of the forces making for greater rigidity in the economic 
system, unionism must be given an important place. 



488 


ECONOMIC THEORY OF LABOR 


through an agreement between the American Photo-Engravers Associa¬ 
tion and the International Photo-Engravers’ Union whereby the union 
got a closed shop and wage increases in return for a promise that union 
members would work only for firms that were affiliated with the local units 
of the American Photo-Engravers Association and that maintained the 
Association’s “standard scale” of uniform minimum base prices, based on 
high costs and intended to provide a good profit. 18 Such reactions to union 
wage pressure, unlike efforts to improve production methods, can only 
result in exploitation of the consumer and ultimately redound to labor’s 
detriment. It is to labor’s interest that management be as efficient as 
possible; for it is only through technological improvement and elimination 
of waste in industry that higher money wages can be converted into higher 
real income. Therefore, unions have an important stake in seeing that 
wage pressure is not transformed into upward pressures upon product 
prices, but exerts its maximum effect in stimulating management to 
increase productive efficiency. 

Union-Management Cooperation 

In Chapter 6, we discussed the fact that some unions have cooperated 
with management to reduce costs. The possibility of extension of such 
joint efforts to improve efficiency must be considered in any general 
appraisal of the effect of unions on industrial efficiency. In view of our 
conclusion that such cooperation occurs infrequently, and then only as a 
last resort as a result of threats to maintenance of the wage or employ¬ 
ment level, the effect of union-management cooperation is not likely to 
be significant. 

Union Opposition to Technological Change 

Because of the nature and timing of union wage adjustments, union 
wage pressure may afford only a slight stimulus to industrial efficiency. 
On the other hand, union policies which seek to regulate the rate of intro¬ 
duction of labor-saving machinery, which were also discussed in Chapter 
6, may actively hinder managerial efforts to reduce costs and thus con¬ 
tribute to a lowering of the level of industrial efficiency. 

Union efforts to reduce the amount of displacement of labor caused by 
technological improvements may be successful with regard to particular 
machines and particular workers, but for labor in general, such measures 
are likely to produce a diminution in job opportunities. Labor may be 
able, by means of dismissal wages and similar measures, to shift the im¬ 
mediate cost of technological change to employers and stockholders, but 
ultimately the cost will be shifted by them to the community at large, 

18 R. A. Lester. Economics of Labor (New York, The Macmillan Company, 1941), 
p. 147. 



UNIONS AND INDUSTRIAL EFFICIENCY 


489 


including labor. To the extent that the volume of attractive investment 
opportunities is reduced by the retardation in technological advance, 
there is some shift in the incidence of such measures to savers—through 
a depressing effect on interest rates. To the extent that technological 
progress is retarded, consumers fail to obtain the full benefits of advances 
in science and invention. Thus, ultimately, the community as a whole 
must bear the cost of measures adopted by labor to reduce the incidence 
upon employment of unrestricted technological change. This principle 
should be recognized by taking funds from the general treasury to allevi¬ 
ate labor distress and unemployment, rather than in encouraging or enact¬ 
ing general restrictive regulations designed to retard the tempo of indus¬ 
trial progress. 

Summary 

On the whole, union organization will probably tend to diminish in¬ 
dustrial efficiency, rather than improve it. The growing strength of unions 
presages a multiplication of union rules and restrictions which will limit 
the freedom of the employer to eliminate costly operations and to intro¬ 
duce improved techniques of production. Although union wage pressure 
may afford some stimulus to technological progress in its broader aspects, 
it is doubtful whether general union wage adjustments occurring more or 
less simultaneously over a broad area of industry will provide much stimu¬ 
lus to the rate of mechanization. Moreover, whatever stimulus is forth¬ 
coming from this source will tend to be offset by the restrictive influence 
of union policies which retard the rate of introduction of labor-saving 
machinery. 

Such union policies have an unfavorable effect both upon the level of 
industrial efficiency and upon the volume of investment and employment. 
Not all improvements in efficiency involve additional investment. For 
example, such increases in efficiency as those which result from better 
production control, time and motion studies, improvement in shipping 
methods, salvage and waste reclamation, use of more durable tools, and 
so forth may reduce costs. But instead of involving additional investment, 
their effect may actually be to reduce fixed capital requirements. 19 Mech¬ 
anization is important to our economy, not only because it is normally 
an essential component of plans to reduce cost, but also because mechani¬ 
zation requires purchase of capital equipment. And investment of this 
character supplies much of the motive power for our economy. Union 
efforts to retard mechanization, therefore, strike at a form of techno- 

19 Improvements of this type in the automobile industry have made possible a 
40 per cent reduction in fixed capital investment from 1926 to 1937 with no decline 
in capacity. Hearings before the Temporary National Economic Committee on Technology 
and Concentration of Economic Power in the United States (Washington, 1941), Pt. 30, 
p. 16239. 
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logical progress which affords the greatest stimulus to investment and 
employment. 

However, it would be unfair to weigh the effect of unions upon indus¬ 
trial efficiency solely in terms of costs, maximum output, dollars and 
cents. Industry produces men as well as goods. An economy which is 
efficient in terms of achieving maximum product at minimum cost may 
not be so efficient if the concept of “cost” is enlarged to take full account 
of human costs. Managerial accounting does not include the social losses 
of the community. For example, in making a full evaluation of the conse¬ 
quences—both economic and social—of union efforts to curb the excesses 
of technological change, it should be recognized that, in the past, unre¬ 
stricted introduction of labor-saving machinery may have resulted in a 
rate of progress which from the social 20 point of view was too rapid—ac¬ 
count being taken of the dislocation of communities, the loss of skills, 
and the idle manpower which the flood of improvements left in its wake. 
Viewed in this light, union attempts to control the rate of technological 
development may make for a better approximation to an “optimum” 
rate of introduction of improvements in technique. 

Despite the fact that its indirect repercussion upon new investment, 
and thus upon aggregate employment, may be unsalutary, adoption of 
some sort of program designed to lessen the unemployment, the disloca¬ 
tion, and the human suffering that are caused by unregulated technolog¬ 
ical change appears to be definitely written on the agenda of industrial 
democracy. America is marching along the road of social reform, and the 
control of technological change is a step along that road which cannot be 
retraced. The regulation of industrial progress through government law 
and union rule in the interest of providing greater security to the worker 
seems to be an objective which most modern economies are approaching. 
In seeking to attain this objective, however, America should recognize 
that the price of such increased security may be a diminution in industrial 
efficiency and a curtailment of private investment. 


20 For a discussion of the effect of technical progress on private and social net 
product, see A. C. Pigou, Economics of Welfare, 3d ed. (London, Macmillan and 
Company, 1929), pp. 190 ff. 



21 

Sharing Increased Productivity 


The study of the distribution of gains of technological progress has 
two aspects which, though related, are conceptually distinct, and should 
not be confused. The first aspect deals with the variations which have 
occurred in labor’s share of national income over a period of time. Thus 
we may wish to know whether labor’s proportion of the national income is 
increasing or decreasing relative to that received by other income groups. 
This phase of the problem involves a study of the change in real wages, 
the decline in actual hours of work, the variation in the number of em¬ 
ployees constituting the labor force, and the growth in total national 
product. These factors taken together ultimately determine whether labor 
in the aggregate improves its economic position relative to other income 
groups. 

The reader should note that an increase in the proportion of the na¬ 
tional product going to labor is not synonymous with a rise in the standard 
of living of labor. For example, labor’s share of national income produced 
is ordinarily highest during deep depression. 1 This can be explained by the 
fact that profits are a more volatile element than wages, and that labor 
income in depression tends to be maintained at the expense of dissaving 
by business enterprises. Conversely, a rising standard of living for labor 
may be associated with a declining share for labor in the national income. 
One reason for this divergence is that leisure—a major component of 
standard of living—is not included in the national product. From 1923-24 
to 1936-37, weekly money earnings in manufacturing actually decreased 
8.6 per cent while weekly real earnings increased only 6.1 per cent. 2 This 
indicates that labor shared in the gains of increasing productivity during 
this period largely in the form of increasing leisure. Thus, when labor 
participates in the gains of technological progress by receiving higher real 
hourly earnings and working fewer hours, its standard of living is raised; 
yet it may receive in the aggregate a smaller proportion of total income 
payments. In the following discussion, it is important to bear in mind that 
the statement that labor shares in technological progress through a rising 


1 J. T. Dunlop, Wage Determination Under Trade Vnions (New York, The Mac¬ 
millan Company, 1944), p. 155. 

*S. Bell, Productivity, Wages, and National Income (Washington, Brookings 
Institution, 1940), p. 173. 
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level of real wages, by itself, tells us nothing about the relative distribution 
of the gains of increasing productivity. 

The second aspect of the study of distribution is concerned with the 
particular manner in which the gains of increasing productivity are fun- 
neled into labor’s pockets. The economic history of the United States and 
England indicates that the typical capitalistic process for distributing 
such gains is through a rise in real wages of labor and a progressive short¬ 
ening of hours of work. But real wages can rise for two reasons: either 
money wages rise while prices remain relatively stable, or money wages 
remain constant while prices fall. Which of these two methods has char¬ 
acterized our industrial development? Will the particular method of dis¬ 
tribution which is adopted affect the employment opportunities of labor? 
These are the questions with which we shall be concerned in this discus¬ 
sion. Before examining them, however, a few words concerning the share 
of labor in the national income may prove helpful. 

Labor’s Share in the National Income 

The first problem which so often arises in situations where economic 
concepts are applied to statistical investigation is one of definition. Our 
first difficulty in determining the share of labor in national income is an 
obvious one: what do we mean bv “labor?” Shall we include salaried 
employees or merely industrial wage earners? Are we concerned with 
private payrolls alone, or w r ith private payrolls augmented by government 
disbursements to those on relief? Defining national income is a less obvi¬ 
ous but equally troublesome problem. The share of labor will vary de¬ 
pending on whether we look at income produced or at income paid out. 
Income produced will exceed (or fall short of) income paid out 3 by the 
amount of the net saving (positive or negative) of corporations and gov¬ 
ernmental units. 4 Because of the volatile nature of business profits and 
losses, national income produced will fluctuate much more than income 
payments to individuals. 5 

When business savings and losses are omitted, the percentage of in¬ 
come payments received by employees (salaried as well as wage earning) 
is fairly constant both over the business cycle and over relatively long 
periods. For example, in 1929, 65 per cent of income paid out went to 


8 In the more recent terminology adopted by the Department of Commerce, 
income produced is now more precisely defined as “net national income at factor cost,” 
while income paid out becomes simply “personal income.” National Income Supplement 
to Survey of Current Business, 27:1 ff. (1947). 

4 J. T. Dunlop, Wage Determination Under Trade Unions (New York, The Mac¬ 
millan Company, 1944), p. 152. 

6 For example, the net savings of enterprises fluctuated from a positive 10 per cent 
of income payments in 1926 to a negative 20 per cent in 1932 and 1933. J. T. Dunlop, 
Wage Determination Under Trade Unions (New York, The Macmillan Company, 
1944), p. 152. 
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employees; in 1933, 64.8 per cent; in 1938, 67.3 per cent. 6 Though this 
was a period of exceedingly wide fluctuation in employment, wage rates, 
and national income, the share of labor in the national income remained 
comparatively stationary. 

The same comparative stability in the relative share of national in¬ 
come going to labor is to be observed over much longer periods, in both 
the United States and England. The statistics are, of course, at best 
merely estimates. Because of probable error in statistical technique, diffi¬ 
culties in classification, and similar problems, they should be taken not 
as precise figures of labor’s share, but rather as indicative of a tendency. 
One of the most thorough American investigations concludes that for the 
period 1870 to 1938 the share of national income distributed as employee 
compensation has shown a tendency to rise from somewhat below 60 per 
cent of aggregate payments in the last quarter of the nineteenth century 
to somewhat above it in the 1920’s and 1930’s. 7 In view of the great social 
changes which characterized this long period, the slight rise which did 
occur is indicative of a remarkable stability in labor’s share. 8 In England, 
investigations suggest that the share of national income distributed to 
labor has remained approximately stable from 1880 to 1913, 9 and from 
1911 to 1924. 10 

7Tiis statistical record has led some economists to conclude that for 
the material prosperity of labor as a whole, it makes no great difference 
whether money wages rise swiftly or slowly, or whether labor is organized 
or unorganized 11 ; for without regard to these factors, labor seems to re¬ 
ceive a fairly constant proportion of any increase in national income. This 
statement undoubtedly embodies an important truth, but it is subject to 
some qualification. It should be remembered that a constant share for 
labor in national income payments actually indicates that labor is gaining 

6 A. Hansen, Fiscal Policy and Business Cycles (New York, W. W. Norton and 
Company, 1941), p. 245. 

7 S. Kuznets, National Income , A Summary of Findings (New York, National 
Bureau of Economic Research, 1946), pp. 49-50. 

8 The comparative stability in the relative shares of total product going to labor 
and capital tends to confirm the hypothesis of the production function developed by 
Professor Paul Douglas. Douglas has suggested that a production function of the 
order: P' = l.OlL^C^ gives a close fit to American production data from 1899 to 
1922. If the factors of production in the function have exponents whose sum is equal 
to 1.0 and which are constant over a long period of time, then the proportion of the 
total product imputed to each factor would also be constant and would be equal to 
the exponent of the factor in question. See P. Douglas, Theory of Wages (New York, 
The Macmillan Company, 1934), pp. 133, 221. 

® A. L. Rowley, The Change in the Distribution of the National Income , 1880-1913 
(New York, Oxford University Press, 1920), pp. 24-25. 

10 A. L. Bowley and J. Stamp, The National Income (New York, Oxford University 
Press, 1924), p. 50. 

11 This view was expounded, for example, by F. W. Taussig, “The Opposition of 
Interest Between Employer and Employee: Difficulties and Remedies,” Wertheim 
Lectures on Industrial Relations (Cambridge, Harvard University Press, 1929), p. 222. 
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materially relative to other groups, for no group achieved greater leisure 
time than labor has in the last 50 years. It is possible that union organiza¬ 
tion may be effective in accelerating the rate at which increasing produc¬ 
tivity is converted into leisure, as well as in securing for employees vari¬ 
ous benefits such as paid vacations which are not fully reflected in 
statistics of national income payments. 

If the relative constancy in the share of the national product going to 
labor continues in the future, the real bargaining over shares in the gains 
of technological progress will be between unions and unions, rather than 
between labor and other income groups. Through the media of employers, 
unions will bargain with one another over division of the 60 per cent or 
more of the national income which goes to employees. Strong unions will 
impose wage rates and terms of employment which will compel employers 
to charge relatively high prices which everybody including the members 
of weak unions and their families will have to pay. 12 Members of strong 
unions will therefore increase their real incomes at the expense of the 
members of weak unions. 

How Gains of Increasing Productivity Have Been Distributed 

Over the last 100 years, the typical adjustment of the American econ¬ 
omy to technological advance reflected in rising man-hour output has 
been in the form of rising money wages rather than through a falling price 
level. In 1940, output per man-hour in the economy as a whole was 
roughly six times as great as in 1840. 13 While the real level of prices in 
1940 was probably moderately below the level of 1840, 14 hourly earnings 
outside of agriculture in 1940 were nearly eight times as high as in 1840. 
No other price series has risen as rapidly as hourly earnings of labor. 15 In 
recent years, the rise in money wages has been particularly marked. In 
contrast to the period of the twenties when hourly earnings were rela¬ 
tively stable, 16 hourly earnings in manufacturing rose from a low of 43 
cents in 1933 17 to 118.6 cents in April 1947. 18 

12 S. H. Slichter, The Challenge of Industrial Relations (Ithaca, Cornell University 
Press, 1947), pp. 75-76. 

18 S. H. Slichter, The Challenge of Industrial Relations (Ithaca, Cornell University 
Press, 1947), p. 88. 

14 Actually, the index of wholesale prices in 1940 was about 10 per cent higher 
than in 1840 (8. H. Slichter, The Challenge of Industrial Relations , Ithaca, Cornell 
University Press, 1947, p. 88), but the index has an upward bias, particularly in 
view of the great improvement in quality of goods. 

18 S. H. Slichter, The Challenge of Industrial Relations (Ithaca, Cornell University 
Press, 1947), p. 89. 

16 Average hourly earnings in manufacturing, mining, and steam railroads were 
54.7 cents in 1923 and in 1931, although there was a rise of a few cents in the inter¬ 
vening years. Monthly Labor Review , 51 :524 (1940). 

17 Monthly Labor Review, 37:969 (1933). 

18 Monthly Labor Review , 63:111 (1947). 
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Would the real income of labor and of other groups in the community 
have been greater if the gains of increasing productivity had been dis¬ 
tributed in the form of lower prices, rather than rising wages? There are 
those who deny that this question has any practical significance today in 
view of the degree of organization in the labor market. To be sure, the 
formidable strength of unions in this country suggests that money wage 
rates will continue to rise, but this does not leave the problem of the opti¬ 
mum means of distribution without analytical and practical interest. 

In appraising the merits of the alternative methods of distributing 
the gains of technological progress, we shall find it convenient to consider 
the problem from two viewpoints: 

1. Which method is socially more desirable from the point of view of 
equity? 

2. Which method is better designed to maximize employment and 
output? 

Social Desirability of Reduction in Prices 

In the absence of some special claim by labor to preferential treat¬ 
ment, reduction in commodity prices would seem by all odds to be the 
most desirable method of distributing the benefits of increasing produc¬ 
tivity. In large measure, the increasing productivity of labor reflects the 
combined efforts of the whole community—of savers who contribute the 
capital equipment; of scientists who pioneer new methods; of entre¬ 
preneurs who combine the factors into new and more efficient working 
teams; and of workers who contribute the skill and brawn to make the 
technological advances a physical reality. Therefore, if these groups are 
to be treated equitably, the increase in productivity representing their 
joint efforts should be reflected in falling prices, since only in this way can 
all groups share alike. 

Does labor as a group have any special claim to the gains of techno¬ 
logical advance, that its needs should be given precedence over those of 
the rest of the community? Labor, as a group, may bear the major share 
of the inconveniences and dislocations produced by technological change, 
so that a preferential right to the benefits might be claimed as compensa¬ 
tion. But the falsity of this proposition lies in the fact that the particular 
workers who would get preferential treatment would be those who remain 
employed at the higher wages, while the ones who actually suffer the “in¬ 
conveniences and dislocations” would find that the buying power of 
their relief checks would be reduced by the preferential treatment ac¬ 
corded their more fortunate employed brethren. Moreover, labor is not 
the only group affected by the incidence of technological change. Innova¬ 
tion in one firm may produce bankruptcy in competitors, compelling 
entrepreneurs to move to other areas to seek new positions. Similarly, 
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stockholders and bondholders may suffer losses as a result of improved 
processes in competing firms. Are savers and entrepreneurs also entitled 
to compensation for the dislocations caused by technological change? 

Actually, no single group in the community has a special right to the 
gains of increased productivity. In perfect competition, not even the in¬ 
novator would be able to retain the gains of innovation, except momen¬ 
tarily. The benefits which derive from technological progress belong to 
the community as a whole, for the innovator has accomplished the tech¬ 
nological change by drawing upon the community’s store of knowledge. 
The widow on an annuity pension, the laborer in the firm making the 
technical improvement, and the farmer who feeds the laborer, all have an 
equal right to share in the gains of technological advance. The only means 
by which all these groups can share equitably is through reflecting in¬ 
creasing productivity in a continuous lowering of commodity prices. 

While it is difficult to prove that labor has any special right to the 
gains of productivity, some defense of distribution in the form of higher 
money wages is possible on the ground that unless this method is adopted, 
the full potentialities of technological progress will not be realized. Let us 
examine this possibility both from the point of view of the individual 
firm in which a change in technique occurs, and from the point of view 
of the economy as a whole. 

The Economics of Productivity Changes 

Single Firm Analysis 

Where the productivity change is confined to an individual firm (or 
industry), there is little to recommend distribution of the savings in the 
cost in the form of higher money wages. Introduction of an improvement 
raising the productivity of labor will make possible the production of the 
same output at lower cost with fewer workers. If employed workers are 
given wage increases equal to the amount of the savings effected by the 
improvement, there will be no net change in costs, no change in prices, but 
some men will be unemployed while others will be employed at higher 
wages. There will be no incentive offered the employer to expand produc¬ 
tion and employment. What might have been a promising field for new 
investment has been barred by the rise in wage rates. Lower prices cannot 
be offered as an incentive to the consumer, since the cost of production has 
remained unchanged. Obviously, if labor were able to siphon off all the 
advantages of technological progress in this way, there would be little 
inducement to employers to make any improvements in technique. One 
need only consider what would have been the fate of the infant automobile 
industry in the face of such labor policy, to recognize the importance of 
reflecting productivity changes in lower prices to consumers. 
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The objection is sometimes raised that while price reductions are more 
desirable than wage increases, businessmen, through monopoly control 
and administered prices, are able to maintain prices despite falling costs. 
Therefore, the argument continues, unless wages are raised, a deficiency 
of purchasing power will develop which will deprive the community of 
the benefit of the increased productivity. Not only is the economic reason¬ 
ing of this argument faulty, but also it does not conform to the facts. 
Undoubtedly it is true that firms in strategic market positions may be 
able temporarily to retain for themselves the benefits of cost reduction 
incident to technological progress without reducing prices. But in the long 
run there can be no doubt but that these gains are passed on to all 
groups in the community. The reader need only consider some of the 
distinctive features of our modern civilization—automobiles, refrigerators, 
radios—and compare the present-day models with those at the turn of 
the century to gain an appreciation of the extent to which consumers 
have benefited—in lower prices and increased quality—from technological 
advancement. 

Reduction of prices in an individual firm, following upon a technical 
improvement, increases the real income of the community if the product 
is a consumers good and stimulates investment and output if it is a capital 
good. If the elasticity of demand for the product of the firm or industry 
is greater than unity, consumers will buy more, and employment will tend 
to be maintained or even expanded in the firm or industry; if the elasticity 
of demand is less than unity, consumers will have more dollars to spend 
on other products and employment will increase elsewhere in the econ¬ 
omy. The net effect upon employment will thus depend upon labor-saving 
capacity of the improvement, the elasticity of demand for the product, 
and the average elasticity of demand for labor under the new allocation 
of consumer expenditures. 

Productivity Changes over the Whole Economy 

From 1923 to 1937, productivity in manufacturing industries in¬ 
creased approximately 50 per cent, in mineral industries about 89 per 
cent, in railroads approximately 45 per cent, in electric light and power 
over 100 per cent. 19 When changes of this magnitude occur over the whole 
range of industry, the argument used to justify price reductions as a 
means of distributing productivity gains in an individual firm may be 
subject to qualification. Increased productivity may or may not result in 
increased production, depending upon the conditions responsible for the 
increase in productivity and upon the repercussions which a particular 
method of distributing the gains may have upon the marginal efficiency 

19 S. Bell, Productivity , Wages, and National Income (Washington, Brookings 
Institution, 1940), pp. 54, 72, 64, 79. 
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of capital, the marginal propensity to consume, and the rate of interest. 

One of the most recent studies, dealing with changes in productivity 
which are nation-wide in character, comes to the conclusion that the 
benefits of increased productivity can best be distributed by passing on 
the savings in the form of lower prices to consumers. 20 The lowering of 
prices, it is contended, will induce and expand production and employ¬ 
ment. Such a stimulus is lacking, it is claimed, when the only result of 
increased productivity is to transfer income from displaced labor to the 
labor remaining employed through the medium of wage increases, or to 
the owners of capital. 

This conclusion would certainly seem to be valid—as we have seen— 
when applied to productivity changes within a particular firm, but it is 
questionable whether the same conclusions can be drawn when produc¬ 
tivity changes extend over the whole economy. Recent developments in 
wage theory have indicated the fallacy of assuming that general wage 
reductions throughout the economy will have the same effect as a wage 
reduction in an individual firm. The same criticism applies to generalizing 
from the experience of a particular firm which has distributed productiv¬ 
ity gains in the form of price reductions, to nation-wide productivity 
changes. 

In examining the effect of productivity changes on the individual firm, 
we merely assumed that the change was attributable to “technological 
progress.” The precise method by which the improvement in productivity 
manifested itself—whether by new investment, or by better combination 
of existing facilities—was not important. However, the effect of produc¬ 
tivity changes which are nation-wide in scope will depend in large measure 
upon the means by which such improvements were effected. 

Productivity Change Involving New Investment 

Increased productivity may come about in several ways. In its most 
usual form it is the result of the introduction of new machines which con¬ 
stitute new investment. If this occurs, output and income will expand. 
Income will increase sufficiently so that, with a given propensity to con¬ 
sume for the community, a large enough volume of savings will be forth¬ 
coming out of the increased real income to maintain equality between 
savings and investment. Employment therefore is not likely to decrease 
unless the new machines are very labor saving. 21 

20 S. Bell, Productivity, Wages, and National Income (Washington, Brookings 
Institution, 1940), p. 183. 

21 Analysis along Keynesian lines cannot give us a definite answer to exactly 
what will happen to employment. For the volume of employment in the Keynesian 
system is given by the point of intersection between the aggregate demand function 
and the aggregate supply function, but both these functions are defined in terms of 
given techniques. The aggregate supply price of the output of a given amount of 
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Where increasing productivity is the consequence of new investment 
embodied in the form of improved machinery, distribution of gains 
through price reductions should be the most effective method of maintain¬ 
ing and expanding output, though perhaps not employment. It should be 
noticed, however, that the alternative policy of distribution to labor in 
the form of higher wages would not necessarily alter the outcome. Where 
there has been new investment, the real reason for the increase in output 
is the increase in the investment and the particular method of distribution 
is actually of secondary importance, except as it reacts on the marginal 
efficiency of capital, the marginal propensity to consume, and the rate of 
interest. The possible reactions of these variables will be considered below. 

Productivity Change Involving No New Investment 

The most clear-cut test of the advantages of a particular mode of 
distributing the gains of increased productivity is afforded when the tech¬ 
nical advance is unaccompanied by any new investment. This may be the 
case where replacement funds are used to finance technological improve¬ 
ment. Or the improvement in productivity may simply be attributable to 
a rearrangement of factors of production—or perhaps even to increased 
effort on the part of the worker because of improved plant morale. All of 
these circumstances would make possible an increased output from the 
given work force. A large part of the increased productivity of the thirties 
appears to have been of this type. Fixed capital, as we know, had risen 
all through the twenties. The increase in efficiency during this period was 
presumably due in large part to the installation of new and improved 
machinery and also to a more effective utilization of plant and equipment 
as a result of better internal organization. On the other hand, the volume 
of fixed capital investment declined in the early thirties and rose but 
slightly thereafter. Increased efficiency in this period was probably less a 
consequence of the installation of new and improved machines than of 
other factors which were not so important in the twenties. These are: 
improved organization, the discharge of less efficient workers, and the 
spurt to output which slack employment naturally entails. When increas¬ 
ing productivity is attributable to such circumstances, will reduction in 
prices ''maintain and expand aggragate production and employment''? 

Assume first that there is a general increase in productivity in the 

employment, says Keynes, is the expectation of proceeds which will just make it 
worth the while of entrepreneurs to give that employment. Changes in productivity, 
however, generally increase the output of a given employment . Since Keynes does not 
include output per worker as a variable in his system, his functions cannot determine 
the volume of employment, but only the amount of expenditure on employment. 
When output per worker changes, therefore, the functions cease to be uniquely 
determined. See J. M. Keynes, The General Theory of Employment , Interest , and Money 
(New York, Harcourt, Brace and Company, 1936). 
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capital goods industries with no net change in investment. Assume fur¬ 
ther that prices are perfectly flexible and that the interest rate, the mar¬ 
ginal efficiency of capital, and the marginal propensity to consume remain 
unchanged. Prices of capital goods will fall. Since it has been assumed 
that the marginal efficiency of capital and the interest rate are un¬ 
changed, expenditure upon capital goods must remain constant. This 
means that under the restrictive assumptions of our model, the elasticity 
of demand for the capital goods industries will be equal to unity. But 
since prices of capital goods have fallen as a result of technological im¬ 
provement, entrepreneurs in other industries will increase their purchases 
in physical amounts of machinery. As a consequence, output of consumers 
goods will increase. Now if the marginal propensity to consume of the 
community is less than unity, people will wish to save part of the increase 
in real income. But since investment expenditures, by assumption, have 
remained unchanged at the temporarily increased output, people will be 
trying to save more than is being invested. The result will be that a de¬ 
flationary tendency will set in so that output will decline to its previous 
level. Output larger than the original one cannot be maintained unless 
the marginal propensity to consume of the public is equal to unity so 
that there is no gap between the increment of income and the increment 
of consumption, or if the reduction in prices following the increase in 
productivity has the effect of increasing the schedule of the marginal 
efficiency of capital relative to the interest rate so that investment 
increases. 

If output falls back to its previous level, entrepreneurs, when they 
replace machinery, will buy the same physical amount as they had used 
prior to the reduction in capital goods prices. This implies that they will 
now spend a smaller amount of money upon capital goods than formerly. 
Hence investment and employment in capital goods industries will de¬ 
cline. The attempt to pass on the gains of productivity through lower 
prices must fail to maintain and expand aggregate production and em¬ 
ployment unless there is some repercussion upon the marginal efficiency 
of capital, the rate of interest, or the marginal propensity to consume. 

The same result follows if the increase in productivity occurs in con¬ 
sumers goods industries. Marginal costs of operation will fall and employ¬ 
ers generally will be induced to increase output. For a time employment 
may be maintained. But unless the elasticity of demand for all commodi¬ 
ties is equal to unity (that is to say, the marginal propensity to consume 
is equal to unity) entrepreneurs will be paying out in costs more than 
they are receiving in revenue. If the community saves part of the increase 
in real income, therefore, entrepreneurs will make losses and output will 
fall back to its previous level. Of course, it is possible that people will not 
wish to hold idle balances and so may use the increment in income to 
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purchase securities, in which case the interest rate would fall and invest¬ 
ment would expand. But ignoring these possible secondary repercussions 
for the moment, it appears that price reductions may not produce a 
permanent increase in output where productivity changes are unaccom¬ 
panied by new investment. 

This highly unrealistic and oversimplified theoretical model is useful 
for only one purpose: it teaches us that a reduction in prices is not par¬ 
ticularly advantageous when that price reduction is economy-wide. One 
firm, one industry can obtain a “leverage” effect by reducing its prices, 
just as one nation can improve its position by devaluing its currency. 
But when the change in prices (or exchange rates) is general, it is not the 
price change per se which is the crucial factor, but rather the repercussions 
produced by this change on the marginal efficiency of capital, the marginal 
propensity to consume, and the rate of interest. When the problem is 
viewed in this light, it becomes evident that there may not be a “best 
way” of distributing the gains of increasing productivity. 

We have already seen in Chapter 15 that the reaction of the marginal 
efficiency of capital, the marginal propensity to consume, and the rate 
of interest, to wage and price changes will depend upon the stage of the 
business cycle. Similarly, the behavior of these variables will be affected 
by the institutional setting in which price changes occur. Thus, for exam¬ 
ple, a falling price level might have been more favorable to investment 
100 years ago than it is today when account is taken of the growth of 
unions and consequent wage and price rigidities. As a consequence, many 
economists, while recognizing the social and economic desirability of price 
reductions under certain circumstances, have concluded that conditions 
favorable to investment and employment in our modem economy can 
best be fostered by a money wage level which rises, but at a slower rate 
than technological progress would permit. 22 This would allow for some 
decline in the price level, which seems desirable in order that various fixed 
income groups can share in the rising productivity. 

However, even if it is agreed that the level of money wages should rise 
as productivity advances, numerous problems still remain in connection 
with the manner in which the diverse changes in productivity in various 
industries are to be translated into specific wage adjustments. Changes in 
productivity typically show a wide dispersion. For example, from 1929 
to 1940, output per man-hour in the production of beehive coke decreased 

M In a symposium of economists on postwar adjustments, Professors H. S. Ellis 
and A. Hansen advocated maintenance of a stable price level with all of the increase 
in average productivity translated into higher wage rates. Professor J. H. Williams, 
on the other hand, advocated that benefits of productivity be distributed only in part 
through higher wages, the rest in lower prices. See Paul T. Homan and Fritz Machlup 
(eds.), Financing American Prosperity (New York, The Twentieth Century Fund, 
1945), p. 432. 
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6.4 per cent, while during the same period, man-hour productivity in the 
rayon industry jumped 275 per cent. 23 Obviously workers employed in 
the rayon industry should not be the sole beneficiaries of this spectacular 
increase in productivity. General wage increases should be made of an 
amount somewhat less than the average increase in productivity. In so far 
as increasing productivity is associated with increasing production and 
increased demand for labor, the industries showing the largest increases 
in productivity should have the highest wage increase. However, wages 
in these expanding industries should exceed wages for comparable occupa¬ 
tions in other industries only by the minimum necessary to attract labor 
in the needed amounts. 24 On the other hand, in industries in which output 
and the demand for labor are declining,the increase in wage rates should be 
less than the average so that workers will be encouraged to move to other 
occupations. Although the increase in the general level of wages should 
reflect the average increase in productivity, the change in particular 
industries should be in accord with changing conditions of demand for 
labor rather than with trends in productivity alone. 

In the cigar industry, for example, the advance in productivity has 
been considerable (man-hour output increased 80 per cent from 1929 to 
1940), but it would be unwise to use this as a basis for giving the industry 
wage increases above the average, because employment and production 
have been declining ever since 1929. 25 In such cases, too high a wage rate 
simply attaches to the industry a larger number of job-seekers than basic 
employment conditions warrant. Since technological progress is fre¬ 
quently very rapid in new expanding industries (as, for example, in 
rayon production), union policies which seek to convert this high rate 
of productivity into wage increases retard the expansion of such industries 
and therefore limit the employment opportunities available to the econ¬ 
omy as a whole. Wages should be raised at the pace, but not at the place, 
at which technological progress occurs. 26 

At the present time, the extent to which a union in a particular indus¬ 
try attempts to convert increasing productivity into higher wages seems 
to depend upon the bargaining area of the union (i.e., wage rates must not 


13 Bureau of Labor Statistics, Productivity and Unit Labor Cost in Selected Manu¬ 
facturing Industries, 1919-1940 , a Report (Washington, U. S. Department of Labor, 
February 1942), pp. 28, 90. 

14 S. Slichter, “Adjustment of Wages During Conversion,” Harvard Business 
Review , 24:72 (1945). 

16 Bureau of Labor Statistics, Productivity and Unit Labor Cost in Selected Manu¬ 
facturing Industries, 1919-1940, a Report (Washington, U. S. Department of Labor, 
February 1942), p. 104. 

M Fritz Machlup in P. T. Homan and F. Machlup (eds.), Financing American 
Prosperity (New York, The Twentieth Century Fund, 1945), p. 433. 



SHARING INCREASED PRODUCTIVITY 


503 


get too far out of line with those in non-union firms) and upon the com¬ 
petitive position of the firm in question (i.e., does it have a partial monop¬ 
oly of the product, or is it highly competitive?). These criteria, while 
based upon pragmatic considerations from the union point of view may 
not be designed to produce an over-all wage structure which affords the 
largest volume of employment opportunities. It seems probable that 
rational decisions regarding wage levels require the cooperation of national 
unions in conference with equally representative organizations of man¬ 
agement in the various industries. 27 The Labor Committee of the Twen¬ 
tieth Century Fund has recommended the establishment of a national 
management-union council on collective bargaining composed of repre¬ 
sentatives of the National Association of Manufacturers, the U. S. Cham¬ 
ber of Commerce, the CIO, and the AFL. 28 Perhaps eventually such a 
council might be able to conduct an annual study of productivity changes 
and lay down a general policy regarding size of wage adjustments which 
would then be translated into specific wage increases by various industry 
councils. 

The Labor Dilemma 

For several generations, average output per man-hour in the United 
States has been rising between 2 and 3 per cent per year. A similar rate 
of increase is likely to occur in the near future. If labor, as a group, were 
to receive the entire benefit of this gain in productivity, real wages would 
rise only by 2 to 3 per cent per year. Should unions seek to raise money 
wages by more than 3 per cent per year, the amount of the increase in 
excess of 3 per cent would tend to be reflected in a rise in general prices. 
In other words, given a normal rate of technological progress, a stable 
price level can be maintained only if unions content themselves with 
annual increases in money wage rates not in excess of the rate of increase 
in man-hour output. Such increases in money wage rates would average 
3 to 4 cents per hour. 

When this rate is compared with the actual increases which have been 
secured in recent years by strong union pressure, it becomes evident that 
continuing inflation is an imminent possibility. Such a continuing rise in 
prices would not only endanger the value of savings, but also would pro¬ 
duce a continuing decline in the standard of living for fixed income 
groups. These two consequences are packed with political dynamite, for 
the future of a free labor movement depends upon the stability and 
security of the middle class. Should this class conclude that labor unions 

* 7 C. S. Golden and H. J. Ruttenberg, The Dynamics of Industrial Democracy 
(New York, Harper and Brothers, 1942), pp. 154-155. 

« See S. T. Williamson and H. Harris, Trends in Collective Bargaining (New York, 
The Twentieth Century Fund, 1945), p. 235. 
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are endangering its standard of living and security by producing an up¬ 
ward wage-price spiral, it might be led to sponsor and support restrictive 
measures which would spell the end of the free labor market as we know 
it. 

An uncontrolled price level, therefore, threatens serious dislocations 
in our economic system as well as in the alignments of various sociopolit¬ 
ical groups. But the alternatives are equally unwelcome. To attempt to 
maintain a stable price level by means of price controls while leaving 
wage levels uncontrolled would produce unemployment as a result of 
the pressure of rising costs against a fixed price level. And to attempt 
to control labor, by dictating wage rates through government decree, 
would run counter to our democratic principles, at least in a nation which 
is at peace. 

Thus, the United States faces a dilemma, the solution to which may 
have repercussions of international scope. There are three objectives 
which we, as a nation, prize: full employment, price stability, and a free 
labor market. The first is of obvious importance. The future of Europe 
and the continuance of democratic capitalism all over the world may well 
depend upon the success of this nation in warding off another decline of 
the nature of the 1933 debacle. The importance of price stability has 
already been examined. This objective too has international implications, 
since rising domestic prices make it increasingly difficult for foreign 
countries to buy our products and therefore may necessitate expanding 
loans on our part in order to finance these purchases by foreign nations. 
The result may be the building up of a situation—closely paralleling the 
state of affairs existing in 1929—in which a contraction of credit in the 
United States will bring down the whole world structure of trade. 

The third objective is in many respects the epitome of democracy. 
A free labor market is inextricably associated with our notions of economic 
democracy, and furthermore, as a practical matter, we must recognize 
that enforcing wage controls in peacetime in a democracy is politically 
unfeasible. 

Here then are three economic objectives, each of which is important 
and perhaps essential to the continuation of economic and political de¬ 
mocracy in this country. Yet circumstances have so developed that we 
cannot achieve all three of these objectives. If we desire price stability 
and full employment, we cannot permit wage rates to rise without limit. 
If we desire full employment and a free labor market, we must sacrifice 
price stability. If we desire price stability and a free labor market, we must 
sacrifice full employment. 

Thus a choice must be made. We must seize one horn of the dilemma. 
Yet whichever means we take, we run a serious risk to our democratic 
way of life. Political expediency will probably lead us to give up price 
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stability, in order that full employment and a free labor market be pre¬ 
served. It may well be that a rising price level is even desirable from the 
point of view of stimulating investment and employment. But the dangers 
inherent in a prolonged rise in prices are equally apparent. Much, of 
course, will depend upon the rate of climb in prices. This, in turn, will 
depend in large part upon the size of union wage demands. In the last 
analysis, the stabilty of capitalism and the continuance of our democratic 
way of life may hinge upon the restraint with which union leaders wield 
the great power which they now hold over wages and, indirectly, over 
commodity prices. 
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The Economics of the Shorter Workweek 


Historical Development 

At the beginning of the nineteenth century, the situation of the work¬ 
ing class in England was at its worst: hours of work were prolonged, 1 
wages were at an extremely low level, and laws protecting labor were 
practically unknown. These intolerable conditions led many reformers 
and socialistic writers to attack the capitalistic system which seemed to 
them to condemn the worker to ever-increasing degradation and poverty. 
Thus Karl Marx wrote: 

Within the capitalist system, ail methods for raising the social produc¬ 
tiveness of labour are brought about at the cost of the individual labourer. 

... It follows, therefore, that in proportion as capital accumulates, the 

lot of the labourer, be his payment high or low, must grow worse. 2 

How far the critics erred in their prognostications is indicated by the 
spectacular growth of real wages in England and in the United States, 
the two capitalistic economies in which capital accumulation has been 
most rapid. In England, real national income per capita of occupied popu¬ 
lation practically doubled from 1850 to 1930. 3 In the United States, real 
wages doubled from 1840 to 1910. 4 

Competitive Tendency Toward Higher Real Wages 

What critics of capitalism have overlooked is that a system of free 
enterprise tends to assure labor a rising level of real w ages in the long run. 
The regulator which ultimately transmutes business profits into rising 
labor income lies in the mechanism of the competitive market for goods 
and services. That individual employers may be reluctant and even 
obdurate when it comes to raising money wage rates is immaterial. Em- 


1 By comparison with other countries, hours standards in England were relatively 
good. In 1840, the average working week was estimated at 69 hours in England, 78 in 
United States and France, and 83 in Germany. Encyclopaedia of the Social Sciences , 
vol. IV, pp. 480-481. 

2 Karl Marx, Capital (Chicago, Charles H. Kerr and Company, 1926), I, pp. 
708-709. 

* Colin Clark, The Conditions of Economic Progress (London, Macmillan and Com¬ 
pany, 1940), p. 83. 

4 Alvin Hansen, “Factors Affecting the Trend in Real Wages/’ American Economic 
Review , 15:32 (1926). 
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ployers are likewise reluctant to reduce prices, but the force of competition 
in the market compels them to do so. And it is through this secular reduc¬ 
tion in prices 5 6 and improvement of the quality of goods that labor, along 
with all other groups in a competitive society, shares in the gains of in¬ 
creasing productivity attributable to technological advance. 

It is true that the pricing mechanism has not worked perfectly. Mo¬ 
nopoly power, administered rigid prices, artificial tariffs—these are some 
of the more familiar impediments which have jammed the distributive 
process. But these imperfections have chiefly resulted from compromise 
of the fundamental principle of free competition, rather than from a fail¬ 
ure of that principle itself. And the undeniable fact remains that despite 
restraints and interferences with competition, real wages in the United 
States have risen to levels higher than in any other country in the world. 

If labor has been able to maintain and increase its real wage at the 
same time that hours of work have been diminished, the explanation must 
be bought in the contribution of the silent partner in the business of in¬ 
creasing labor productivity—the machine. Capital per worker in the 
United States doubled from 1850 to 1880 6 and increased threefold from 
1880 to 1940. 7 It was this spectacular capital accumulation—a capitalistic 
phenomenon—which laid the basis for shorter hours with undiminished 
real earnings. 

Until 1933, when organized labor was given the stimulating tonic 
of the New Deal, unions exerted comparatively little influence in the 
labor market. From 1897 to 1916 average trade union membership never 
exceeded three million for the whole nation; the average membership 
between 1918 and 1934 was only about three and one half million. 8 Except 
for a brief spurt in membership during and following World War I, only 
about 10 per cent of organizable employees were members of unions from 
1910 to 1930. 9 Yet, as we have seen, this same period witnessed a substan¬ 
tial increase in the level of real wages. It is apparent, therefore, that the 
pressure of union demands is not an essential condition for a rising real 
wage level. This does not mean, however, that individual bargaining 
affords full protection for the worker, nor that collective bargaining is 


5 Technological progress, by increasing the demand for labor, may also induce 
employers to offer higher money wages to obtain more labor. But even if employers 
resisted this tendency, real wages would still rise because of the increased output at 
lower cost of production. 

6 W. I. King, The Wealth and Income of the People of the United States (New York, 
The Macmillan Company, 1917), p. 145. 

7 8. H. Slichter, “Eight Errors in our Economic Thinking,” New York Times 
Magazine (August 10, 1947), p. 1. 

8 Leo Wolman, Ebb and Flow in Trade Unionism (New York, National Bureau of 
Economic Research, 1936), p. 16. 

9 Leo Wolman, Ebb and. Flow in Trade Unionism (New York, National Bureau of 
Economic Research, 1936), p. 116. 
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unnecessary. Indeed, as will appear in following discussions, there is some 
evidence that pressure by organized labor is necessary to achieve a short¬ 
ening of the workweek. Moreover, it is clear that increase in real hourly 
earnings is only one objective of union activity. Even if unions were 
powerless to alter the rate of increase in real wages, they could still per¬ 
form valuable services for labor by introducing law into industrial 
relations and making for a more orderly application of mechanical 
improvements. 

Union wage pressure may change the form in which rising real income 
is enjoyed—that is, union organization is likely to translate increasing 
productivity into rising money wages with near stable prices, whereas in 
a non-union economy the gains of productivity are perhaps more likely 
to be distributed in the form of falling prices and stable money wages. 
But regardless of the nature of their ultimate manifestation, real wages 
in a capitalistic society have shown a long-run tendency to rise as a result 
of the individual efforts of employers to secure a maximum profit. 

Competitive Tendency Toward Shorter Hours 

Can the same sanguine result be predicted with regard to shortening 
of the hours of work? Is there any long-run tendency in a capitalistic 
society toward shorter hours of work, or have the gains which have been 
scored in this direction been obtained largely through governmental regu¬ 
lation and the concerted efforts of organized labor? 

A ; priori , an important theoretical distinction suggests itself: the twin 
objectives of higher real wages and shorter hours are not attained by the 
same economic paths. A hypothetical example will make this clear. As¬ 
sume an economic society in which the labor market is composed of 
individual pools of labor with zero mobility between the various pools. 
(This might be the case if industry were located exclusively in small towns 
which workers were loath to leave even if wage rates were considerably 
reduced.) Assume further that each pool of labor is dependent for employ¬ 
ment on one employer who takes advantage of his position by paying 
wages below the marginal revenue productivity of his workers and by 
maintaining this low wage level despite rising labor productivity inci¬ 
dental to technological progress. Under even these highly unrealistic as¬ 
sumptions, heavily weighted against labor, real wages would nevertheless 
show a tendency to rise, since the level of real wages is determined not 
only by competition in the labor market, but also by competition in the 
product market; and workers, even though deprived of the ability to 
obtain their full marginal productivity wage, are not thereby deprived 
of the full bargaining power which they exercise in their roles as consumers 
and final arbiters of the competitive process. 

But does this twofold mechanism operate to reduce hours of work as 
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it does to increase real wages? Suppose that as technological progress 
reduces unit costs, the employers in our hypothetical economy refuse to 
reduce hours of work and continue to work their employeesy the same 
hours as before. It is obvious that this will result in a greatly augmented 
output, consequent falling prices, and rising real wages. But there would 
seem to be no economic necessity that hours be reduced, except possibly 
as workers voluntarily agree to share work to relieve the burden of techno¬ 
logical unemployment. 

The conditions of this example are, of course, highly artificial. In 
reality, labor is not immobile and employers by and large are not monop- 
sonists. Consequently, as capital accumulation increases the demand for 
labor, competitive bidding by large and small enterprises for the services 
of labor tends not only to raise their real wages, but also, to some extent 
at least, to reduce the hours of work. For the employer who makes the 
most attractive wage and hour offer will attract the best workers and this 
motive has inspired many far-seeing industrialists to champion the cause 
of the shorter workweek. 

Nevertheless, examination of the history of the shorter hour move¬ 
ment in the United States suggests that the purely competitive tendency 
toward shorter hours has evidenced itself with much less vigor than the 
tendency toward higher real wages. Indeed, as late as 1922, the steel 
industry—the basic industry of our twentieth century economy—had so 
far resisted any trend to shortening of hours that the 12-hour day con¬ 
tinued to be customary practice in the mills, due, in part, to the large 
proportion of immigrants in the labor force. In 1919, the year that 300,000 
steel workers struck in vain for the elimination of the 12-hour day, aver¬ 
age weekly hours were 68.7 10 and an estimated 52.4 per cent of United 
States Steel Corporation employees were on a 12-hour shift. 11 As late as 
May, 1923, the American Iron and Steel Institute declared that elimina¬ 
tion of the 12-hour day was not feasible, but adverse public opinion finally 
compelled the industry to reverse itself. 12 

The Technological Basis for Shorter Hours 

As a historical development, shortening of hours of work has involved 
a dual process. On the one hand, certain factors have made possible a 
shortening of working time without any impairment in the standard of 
living of the mass of workers. On the other hand, certain forces have been 
most active in translating this possibility into reality. It will be convenient 

10 M. C. Cahill, Shorter Hours (New York, Columbia University Press, 1932), 

p. 211. 

11 Commission of Inquiry, Inter-Church World Movement, Report mi the Steel 
Strike of 1919 (New York, 1920), pp. 49, 71. 

lt M. C. Cahill, Shorter Hours (New York, Columbia University Press, 1932), 
p. 215. 
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to consider the history of the shorter hour movement from these two 
points of view. 

As far as the real basis for shorter hours is concerned, there can be 
little room for argument. Union organization per se certainly can claim 
no magic elixir by which it can create shorter hours for labor with undi¬ 
minished real weekly earnings. Of course, through bargaining power, 
unions can obtain shorter hours of work with undiminished money earn¬ 
ings; but this will simply produce a general rise in unit labor costs and 
prices throughout the economy. The reduction in hours of work, unless 
compensated by increased labor effort, will diminish the total aggregate 
of real output. Consequently even if labor's money earnings are main¬ 
tained, the decline in production and rise in prices will reduce labor's 
real wage. 

The statement is sometimes made that the increasing productivity 
of labor has made possible a shortening of hours of work over the years. 
Does this mean that employees by and large work harder or put forth 
more effort today than they did 50 years ago? Or are workers more pro¬ 
ductive today because the labor force on the average has a higher 
degree of skill? Neither of these possibilities affords the real expla¬ 
nation for the growth in labor productivity. Indeed, the term “labor 
productivity” is something of a misnomer. Actually, as noted in Chapter 
3, it is simply a statistic obtained by dividing output by man-hours 
worked. The fact that the resultant quotient is termed “labor productiv¬ 
ity” should not be interpreted as implying that labor, rather than other 
factors, is responsible for any increase in the value of the figure. Rising 
labor productivity is largely a manifestation of the joint contribution of 
increasing capital, improved managerial technique, and scientific advance. 

Shorter hours and higher pay in American industry have resulted from 
application of labor-saving machinery and improved production methods 
which have enabled the American worker to produce greater quantities 
of goods in less time than workers in any other country of the world. 
In 1940, capital per worker was three times as large as in 1880. 13 Capital 
per worker thus has been growing at the rate of about 2 per cent per year. 
At the same time, output per worker has been increasing between 2 and 3 
per cent per year. 14 Labor in the aggregate has become more productive 
because it has been used in roundabout “capitalistic” processes to fashion 
tools and build machines, 16 rather than to concentrate on consumers goods 
and leave labor to work unaided by technology. Science and saving are the 

13 S. H. Slichter, “Eight Errors in Our Economic Thinking/’ New York Times 
Magazine (August 10, 1947), p. 1. 

14 S. H. Slichter, The Challenge of Industrial Relations (Ithaca, Cornell University 
Press, 1947), p. 77. 

16 See E. von Bohm-Bawerk, Positive Theory of Capital (New York, G. E. Stechert 
and Company, 1930) for the classic exposition of this process. 
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two partners which have set the technological basis for shorter hours in 
industry. 

History of the Shorter Hour Movement 

The second aspect of the hours problem is subject to more controversy. 
Admitting that capital accumulation has made possible the shortening of 
hours, would it have materialized had it not been for the agitation of 
organized labor and liberal groups, and the legislation of state and federal 
governments? According to one well-known writer on labor problems, 
most employers have shortened the workday or workweek only under 
some sort of compulsion—from the state or their fellow employers, or 
unions. 16 We have already noted that the competitive tendency toward 
shorter hours may manifest itself with somewhat less vigor than the 
tendency to higher real wages. Does the historical development of the 
shorter hour movement in the United States shed any light on this 
problem? 

One of the earliest manifestations of the shorter hour movement was 
in the form of a resolution adopted by the journeymen carpenters of 
Philadelphia who in 1791 declared that a day’s work should last only 
from 6 A.M. to 6 P.M. But the mores of an agricultural society accus¬ 
tomed to labor from dawn to dusk — and believing that idle time was an 
invitation to the devil—had too strong a grip on the young industrial 
community. As a consequence the 14- to 16-hour workday continued to 
be commonplace. The various trade union societies, however, continued 
to agitate for shorter hours and in 1840, as a result of their successful 
lobbying, President Van Buren signed the bill establishing the 10-hour 
day in government navy yards. This lead, however, was not quickly fol¬ 
lowed by industry. In some localities, the building trades and other crafts¬ 
men secured the 10-hour day in 1845, but with the exception of these 
skilled trades and child labor legislation in certain states, the 12-hour day 
continued to be the rule until the Civil War. 

The period following the Civil War was marked by special interest in 
shortening the hours of work. The postwar depression had produced un¬ 
employment which was further aggravated by the return of soldiers to 
their civilian occupations. The growth of the national unions during this 
period provided a medium by which labor’s fears could be made articu¬ 
late. In the 1880’s, the shorter hour movement received a strong impetus 
from the sponsorship of the Knights of Labor, which at the peak of its 
power succeeded in obtaining the 8-hour day for more than 200,000 men. 1 ' 

16 C. R. Daugherty, Labor Problems in American Industry (New York, Houghton 
Mifflin Company, 1941), p. 196. 

17 For a revealing study of the Knights of Labor, see the autobiography of its 
leader, Terence Powderly, The Path I Trod (New York, Columbia University Press, 
1940). 
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However, the gain was only temporary. With the demise of the Knights, 
the 10-hour day again became customary, except for certain strategically 
situated skilled groups which were able to use their bargaining power to 
secure shorter hours. Thus, not long after the formation of the American 
Federation of Labor, the carpenters and bricklayers won the 8-hour day 
in many cities, and in 1916 the Big Four Railroad Brotherhoods, by 
threatening a nation-wide tie-up, secured passage of the Adamson Act 
guaranteeing the 8-hour day for operating crews of railroads. 

The high demand for labor during and immediately following World 
War I was reflected in reduced hours as well as in higher money wages. 
Average hours in all manufacturing fell from 55 hours in 1916 to 51 hours 
in 1920, the most rapid gain secured in the shorter hour movement up to 
that time. 18 In 1919, the spectacular strike against the 12-hour day in the 
steel industry mobilized public opinion behind the shorter hour move¬ 
ment, but it was not until 1923 that the steel industry finally succumbed 
to this pressure and introduced three 8-hour shifts. In 1926 the American 
Federation of Labor adopted a resolution in favor of the 5-day workweek 
and in 1927, Henry Ford inaugurated the 5-day workweek in all his plants. 
By 1929, the 8-hour day was firmly established in American industry, 
although the average workweek continued to be 6 days. 

The mass unemployment of the great depression brought new urgency 
to the shorter hours movement. Labor viewed the shorter workweek as a 
means of spreading available jobs over more persons and thus reducing 
the volume of unemployment. In some industries, the larger manufactur¬ 
ers were interested in finding a means of compelling small competitors to 
go along in a program of shorter hours and curtailed output. The result 
was the NRA with its industry codes. Under these codes, the 44-hour 
week was established in most industries and an important minority— 
among them electrical equipment, men’s and women’s clothing, coal, fur, 
petroleum refining—established the 36-hour week. 19 It is estimated that 
as a result of these provisions, most employees covered by the codes 
received reductions in hours ranging from 8 to 10 hours a week. 20 In 1938, 
the Fair Labor Standards Act was passed, the effect of which was to make 
the 40-hour week standard by October 1940 for most workers engaged in 
interstate commerce. 21 Hours worked above the maximum of 40 hours 
were required to be remunerated at time and a half. 

18 P. Douglas, Real Wages in the United States , 1890-1926 (New York, Houghton 
Mifflin Company, 1930), p. 116. 

19 C. Roos, NRA Economic Planning , Cowles Commission Monograph No. 22 
(Bloomington, Indiana, The Principia Press, 1937), p. 132. 

20 Technology in Our Economy , TNEC Monograph No. 22 (Washington, 1941), 
pp. 167-168. 

21 For analysis of the scope and effect of the Act, see P. Douglas and J. Hackman, 
“The Fair Labor Standards Act of 1938,” II, Political Science Quarterly , 54:29-55 
(1939). 
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The labor shortage caused by the manpower demands of World War II 
resulted in some lengthening of the workweek, but as of May 1947 the 
average hours worked per week in manufacturing industries stood again 
at approximately 40. 22 An increasing number of unions in the immediate 
postwar period put themselves on record in favor of a further shortening 
of the workweek to 35 or 30 hours. Unions in the railroad and coal mining 
industries—two industries which have witnessed the rapid encroachment 
of labor-saving machinery—have stated their objective to be the 6-hour 
day. The Railroad Employees Department of the American Federation 
of Labor has asked for a 36-hour week with 48-hour compensation. In 
1945, a New York local of the Typographical Union negotiated a contract 
providing for a 27 per cent increase in take-home pay and the reduction 
within 6 months of a 40-hour week to 36 hours. 23 As early as 1939, the 
Annual Convention of the Congress of Industrial Organizations adopted 
a resolution recommending: 

A further shortening of the number of hours of work per day and the 
total number of hours per week without any decrease in established 
wages . . . until the goal of a six-hour day and a thirty-hour week is 
reached. 24 


Basic Factors Affecting the Trend 
Toward Shorter Hours 

This brief historical survey suggests that three classes of factors have 
influenced the movement toward shorter hours of work in American in¬ 
dustry. The first may be called “social,” including the impact of habit and 
custom. The mores inherited from a primarily agricultural pioneering 
community undoubtedly contributed to the view, so prevalent during the 
early years of the struggle for shorter hours, that work was a blessing and 
that long factory hours were a virtue rather than a vice. Similarly, the 
mixing in the labor market of immigrants with habits of work inherited 
from industrially backward nations rendered large masses of the working 
population relatively indifferent to the shorter hour movement. 

The second factor has been the influence of governmental legislation, 
both state and federal. Legislative regulation of hours has been of some 
importance—more particularly in recent years—but at least in the early 
phase of the shorter hours movement, its influence was negligible since 
most well-intended legislative attempts to regulate hours, other than 
those of federal employees, were declared unconstitutional. The Supreme 

12 Monthly Labor Review , 66:247 (1947). 

28 New York Times , November 13, 1945, p. 14. 

24 Daily Proceedings of the Second Constitutional Convention , San Francisco (Wash¬ 
ington, Congress of Industrial Organizations, 1939), p. 110. 
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Court at first took a very narrow view of the scope of the police power as 
it applied to regulation of hours of work. Thus, if the long hours bore a 
very direct and unmistakable relation to public health, the regulation 
would be upheld, 25 but for industry in general, it was thought that hours 
regulation was an unconstitutional invasion of the right of employer and 
employee to contract freely. It was not until 1937, when the Supreme 
Court handed down its decision in West Coast Hotel Co. v. Parrish (300 
U. S. 379), that constitutional objections can be said to have been re¬ 
moved from state attempts to lay down general wage and hour standards 
applicable to employees in intrastate commerce without regard to sex or 
nature of occupation. But, by this date, the average workweek had al¬ 
ready been reduced to 34.5 hours. 26 

The third type of factor which has affected the shorter hour move¬ 
ment is the economic, which may be classified further into four compon¬ 
ents: (a) the bargaining strength of labor; (b) the bargaining strength of 
employers; (c) the type of employment; and (d) the general level of 
economic activity. Thus we have seen that labor in the skilled building 
trades, by virtue of its strategic bargaining power, has constantly been 
able to win shorter hours well in advance of the national trend. On the 
other hand, where labor has been relatively unskilled and unorganized 
and has been confronted by large and powerful aggregations of capital—as 
in the steel industry—hours have remained long, behind the general 
trend. 

The record of particular industries in the movement toward shorter 
hours is, of course, in large part a reflection of peculiar technological and 
demand conditions associated with a certain type of employment. Thus, 
one might expect that seasonal industries, where spoilage and other 
factors require peak production during a relatively short period, 27 would 
encounter greater difficulty in reducing hours of work than the building 
industry. And finally, the frequent recurrence in our industrial develop¬ 
ment of depression periods with large-scale unemployment has probably 
tended to organize public opinion behind the shorter hour movement as a 
means of reducing unemployment. 


25 Thus in Holden v . Hardy , 169 U. S. 366 (1898), the Supreme Court upheld a 
Utah statute which fixed an 8-hour day for employment of men in underground mines. 
But seven years later in Lochner v. New York, 198 U. S. 45, it held invalid a New York 
statute limiting employment in bakeries to a 10-hour day or 60-hour week. 

26 U. S. Bureau of Labor Statistics, Labor Information Bulletin, 5, 2:17 (1938). 
This figure is unusually low because of the job scarcity produced by the recession 
of 1937-38. 

27 Although these factors are characteristic of the canning industry, that industry 
has made a spectacular reduction in hours of work. The working week was reduced 
from 76.8 hours in 1890 to 52.9 in 1929. But these difficulties still render short hours 
unprofitable. See P. Taft, Economics and Problems of Labor (Harrisburg, Pennsylvania, 
Stackpole Sons, 1942), p. 340. 
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The Role of Union Organization 

What effect has union organization had upon the rate at which hours 
of work have been reduced in American industry? Here, as in wage rate 
comparisons, caution must be exercised in drawing conclusions from sta¬ 
tistics of hours of work in “union” and “non-union” industries. In 1890, 
according to one calculation, workers in “unionized industries” had on 
the average a standard workweek of 54.5 hours while those in “non- 
unionized or payroll industries” worked a standard week of 62.2 hours. 
(See Table 22.) These figures are sometimes cited as indicating the effec¬ 
tiveness of union organization in securing shorter hours of work for union 
members. Actually, however, these statistics represent not the effect of a 
single variable—collective bargaining—but rather of a complex of factors. 

In 1890 the number of industries which could be called unionized was 
so small relative to the total that any average derived from this small 
group is more indicative of the peculiar adaptation of these industries— 
chiefly the building trades—to the hours problem, than of the gains 
attributable to organization per se. Moreover, it is probable that even if 
labor were not actually organized into unions in these industries, the 
skilled workers in them would have fared better than the rest of the work 
force simply because the demand for their relatively scarce services would 
have enabled them to require better hours as part of the price for their 
services. 

Table 22 


Average and Relative Hours ter Week in Union and Non- 
Union Industries* 

(1890-99 - 100) 



Average Hours 

Relative Hours 

Non-Union 

Union 

Non-Union 

Union 

1890. 

62.2 

54.4 

100 

101 

1895. 

62.3 

53.5 

100 

100 

1900. 

62.1 

53.0 

100 

99 

1905. 

61.1 

51.1 

98 

95 

1910. 

59.8 

50.1 

96 

93 

1915. 

58.2 

48.6 

94 

91 

1920. 

53.5 

45.7 

86 

85 

1925. 

52.2 

45.9 

84 

85 


* Statistics are derived from P. Douglas, Real Wages in the United States, 1890 - 
192Q (New York, Houghton Mifflin Company, 1630), pp. 112-116. Non-union figures 
are Douglas’ ‘‘payrollindustries.” These include cotton, woolens, hosiery, and knit 
goods, men’s clothing, boots and shoes, lumber, iron and steel, and meat packing. 
The union rates are compiled by Douglas for seven industries: building trades, 
foundries and machine shop, marble and stone work, book and job printing, news¬ 
paper printing, mill work, and baking. 











THE ECONOMICS OF THE SHORTER WORKWEEK 


517 


Nevertheless, even though the actual difference in hours worked be¬ 
tween the so-called “union” and “non-union” groups is robbed of sig¬ 
nificance by the deficiencies in sampling, the movements from year to 
year in the two groups are highly interesting. Contrary to what might be 
expected, the union industries made no greater gains in securing shorter 
hours than did the non-union industries. 

It will be seen from the above table that union hours decreased 15 per 
cent from the 1890-99 average whereas non-union hours of work decreased 
16 per cent in the same period. It would be equally erroneous, however, 
to conclude from these comparisons that the effect of union activity on 
the shorter hour movement has been negligible. The gains made in the 
“non-union” group reflect in large part the sizable reduction in hours 
made by the steel industry—from 66 to 68 hours in 1919 to 55 in 1924. 28 
This reduction was directly attributable to the spectacular steel strike of 
1919, in which the old Amalgamated Association of Iron, Steel, and Tin 
Workers organized over a quarter of a million union members, but finally 
lost the strike. 29 In addition, organized labor, through its lobbying pres¬ 
sure in state and federal legislatures, has brought remedial governmental 
regulation to many unskilled groups, which because of inadequate bar¬ 
gaining power and backward management had lagged behind the rest of 
the economy with regard to reduction in hours of work. 

There also remains the question of whether these data provide an 
accurate comparison of union and non-union industries. In reexamining 
them to determine the effect of unionism on earnings, Dr. Arthur Ross 
found substantial reason to believe that they did not make a valid union- 
non-union comparison. 30 It is quite possible that these data would be 
found equally unsatisfactory if reexamined for a comparison of hours in 
union and non-union industries. 

In sum, although union organization has aided particular groups in 
the labor market to obtain shorter hours more rapidly than the rest of 
the labor force, and although the union has had considerable effect in 
dramatizing the shorter hour movement in the public mind, on the whole 
union organization cannot claim the major share of the credit for the 
reduction in hours of work in American industry. When it is considered 
that until 1930 (with the exception of a brief period during World War I), 
union membership in the United States never exceeded 10 per cent of 
organizable employees, 81 it appears that the effect of union organization 

* 8 P. Taft, Economics and Probletns of Labor (Harrisburg, Pennsylvania, Stackpole 
Sons, 1942), p. 114. 

i9 H. A. Millis (ed.), How Collective Bargaining Works (New York, The Twentieth 
Century Fund, 1942), p. 511. 

80 A. M. Ross, Trade Union Wage Policy , (Berkeley, University of California, 
1948), pp. 128-132. 

* l Leo Wolman, Ebb and Flow in Trade Unionism (New York, National Bureau of 
Economic Research, 1936), p. 115. 
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upon the rate of reduction of hours in industry has not been as important 
as the functioning of the competitive market mechanism. 32 

Arguments in Favor of a Reduction in Hours of Work 

Five principal arguments are customarily advanced by proponents of 
the shorter workweek: 

1. Shorter hours are essential to good citizenship. Political democracy 
assumes an intelligent electorate. If hours of work are shortened, em¬ 
ployees will have more time to read, to enlighten themselves as to national 
and world events, and possibly to take extension courses. This argument 
undoubtedly had greater weight at a time when the 12-hour day was the 
rule. An 8-hour day and a 40-hour week would seem to leave time for 
study and self-development for most workers. However, in industries 
requiring strenuous physical exertion or sustained concentration, it is 
possible that a reduction in hours would produce greater interest in edu¬ 
cation and self-improvement, though on the whole it would seem that 
such interest is often more closely related to individual inclination and 
initiative than to the length of the workweek. 

2. Shorter hours are necessary to protect the health of the worker. This 
too is an argument which carried more weight 50 years ago than it does 
today. Most of the industrial states have maximum hour laws regulating 
the hours of work of women and children. Nevertheless, in particular 
localities conditions may still exist which menace the health of the worker. 
For example, in 1937 a Florida survey of a number of industries indicated 
that 40 per cent of the women and 12 per cent of the men worked more 
than 54 hours a week. 33 While such long hours have been largely elimi¬ 
nated from interstate industries by the Fair Labor Standards Act (which 
makes the 40-hour week standard for most employees engaged in inter¬ 
state commerce or producing goods for interstate commerce), conditions 
harmful to the health of workers may still exist in intrastate industries 
in some areas. 

3. Increased leisure would stimulate the demand for the products of 
industry . This is a frequent union argument. Thus the President of the 
American Federation of Labor has stated: 

With the increased leisure which would come with the adoption of the 

thirty-hour week, and with the increased purchasing power which would 


** While union organization has not had a very significant effect upon the rate of 
reduction in hours of work, the shorter hour movement itself had a very direct impact 
upon the development of labor organization. It was the demand for the eight-hour 
day which led to the formation of the first national labor organization in America— 
the National Labor Union, which was founded in 1866. 

83 Women's Bureau, Wages and Hours in Florida Industries (Washington, U. 8. 
Department of Labor, 1938). 



THE ECONOMICS OF THE SHORTER WORKWEEK 


519 


come from the maintenance of earnings, the workers would have time 
and money to function as consumers of the products of industry. 84 

Although labor leaders customarily overemphasize the purchasing power 
aspect of wages without sufficient attention to its reaction on costs, there 
is undoubtedly a significant truth in the above statement. A laborer who 
is employed 12 hours a day would not be a very good customer for modern 
industry. He would need only food, clothing, and shelter. But modem 
industry can fill these basic needs so easily that the only way it can keep 
its productive capacity fully occupied is to pour forth the profusion of 
luxuries, semiluxuries and miscellany which constitute the distinctive 
content of the American standard of living. 35 A shortening of the working 
day, so long as it does not impair earnings, may make the worker a better 
customer for these “essential non-essentials” of modern capitalistic 
production. 

On the other hand, it can be argued that the average worker is already 
as good a customer as can be expected, inasmuch as he spends practically 
all of his income on consumption goods. Therefore, although increasing 
leisure may alter the nature of his expenditures, it is difficult to see how 
it would act to increase his total expenditures. Moreover, for many union 
members, the shorter hour movement is simply a device to increase over¬ 
time pay. Obviously, where the actual hours worked are not reduced but 
simply made more expensive, the increasing leisure argument is not 
applicable. 

4. Shorter hours would increase the efficiency of labor. It is frequently 
argued that reduction in the hours of work would produce such an increase 
in man-hour output that the rise in costs incurred by maintaining earn¬ 
ings for the shorter work schedule would be offset. Thus both employee 
and employer would benefit from the reduction in hours. Undoubtedly 
fatigue and accidents increase in proportion to the length of the hours of 
work. Recent studies indicate that hours of work of approximately 8 per 
day and 48 per week are the maximum for efficiency, 36 and that an 8-hour 


84 William Green, The Thirty Hour Week (Washington, American Federation of 
Labor, 1935), p. 14. 

86 A characteristic of our economic development has been the increased emphasis 
upon style rather than on durability. Gould our factories keep busy if clothes, shoes, 
automobiles, and other articles were designed simply to last the longest possible 
time? Frequent style changes may be essential to full utilization of our technological 
resources. If labor were employed 12 hours a day, the average worker would probably 
be more interested in durability as regards clothes and other articles. The inter¬ 
relationships between leisure and style factors are as yet unexplored; it does, however, 
seem possible that the increased leisure makes the style factor more acceptable to 
the consumer. For one thing, the employee who works short hours receives a greater 
saturation of advertising over the radio, on billboards, and in newspapers, and this 
may make him style conscious. 

86 Monthly Labor Review, 54:1099 (1942). 
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day and a 40-hour week is generally the optimum work schedule. 87 Above 
48 hours, fatigue becomes a compelling consideration. Reduction in hours 
in the range between 48 and 40 per week has been accomplished by some 
companies without any loss in total weekly output because of the increase 
in output per man-hour. 38 

Very few empirical studies, however, have been made of the effect 
upon efficiency of a reduction in hours below 8 per day and 40 per week. 39 
While productivity per hour probably would increase in most occupations 
as a result of such reduction, it seems doubtful whether it would show a 
sufficient improvement so as to keep output per day or per week from 
falling. It is a well-known fact that even in short working days the first 
and last hours are the least productive due to “getting into the swing” 
and “getting ready to stop.” If the day is shortened from 8 to 6 hours, 
these two relatively inefficient hours now become one-third of the total 
working time and productivity in the other hours would have to increase 
considerably to make up for them as well as for the 2-hour decrease in the 
length of the day. 40 

There is one other aspect of the problem of industrial efficiency which 
is often slighted in discussions of the hours problem, probably because 
it is primarily of sociological rather than economic significance. This is 
the problem of efficiency over the worker's lifetime. If workers were tied 
to their employers by lifetime contracts, employers would be motivated 
to use their services at a rate which would result in the greatest efficiency 
per lifetime, rather than per man-hour. But under our economic system, 
labor factors are freely substitutable, and the employer who speeds up 
the line is unconcerned by the fact that the fatigue so caused may shorten 
his employee’s working life. 

The statement is frequently made that there is a continuing economic 
pressure in competitive industry toward that length of workday and work¬ 
week which is most efficient. 41 This proposition, though perhaps true in a 

37 Monthly Labor Review , 66:5 (1947). 

88 See The Five-Day Week in Manufacturing Industries (New York, National 
Industrial Conference Board, 1929), pp. 41-42. 

89 One investigator observed the output of millmen, rolling red hot tinplate bars 
into sheets of steel, when they were working on 8-hour, 6-hour, and 4-hour shifts. 
He found that on the average, the hourly output of the men on 6-hour shifts was 
only 10 per cent greater than that observed when they were on 8-hour shifts, while it 
was 11.5 per cent greater when they were on 4-hour shifts. The men were on piece 
rates, so there was an inducement to increase their output so as to maintain earnings; 
they were still unable to speed up production sufficiently to maintain their total 
output when hours were reduced. See H. M. Vernon, Industrial Fatigue and Efficiency 
(New York, E. P. Dutton and Company, 1921), pp. 86-87. 

40 A. L. Meyers, Modern Economic Problems (New York, Prentice-Hall, 1939), 
p. 236. 

41 See Dale Yoder, “Comment on Mr. Graham’s Note,” in Communications, 
American Economic Review , 36:437 (1945). 
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narrow economic sense, may be erroneous when the problem of efficiency 
is viewed in a broader social perspective. In appraising the economic 
consequences of union organization, it should be recognized that, although 
strategically placed workers may reduce the hours of work below the level 
at which maximum hourly output is to be achieved, the working life of 
these men may thereby be prolonged so that society has longer use of 
their skills. 

5. Shorter hours would make more jobs and expand employment. Con¬ 
cern over displacement of labor by machinery and fear of recurrent busi¬ 
ness depressions with their attendant large-scale unemployment have 
brought this argument to the fore in labor’s thinking. Because of the 
importance of this argument in motivating governmental regulation as 
well as union policy, it will be considered in detail in the following section. 

Shorter Hours and Employment 

Although capital and labor have frequently been in substantial agree¬ 
ment with regard to the first four propositions examined above, it is on 
the question of whether or not reduction in hours increases employment 
that their respective views have come most sharply into conflict. The 
precise relationship by which shorter hours would increase employment 
has assumed varying forms in labor’s arguments over the years, but that 
it would reduce unemployment has remained a basic tenet of labor 
philosophy. In the early days of the American Federation of Labor, its 
leaders were imbued with the idea that standard of living determined 
wages and that a reduction in hours, by providing leisure and increasing 
consumption demands of workers would increase the wage level and 
stimulate production and employment. By 1909, however, productivity 
analysis had taken hold of union thinking and the argument now ran 
that increasing per capita production made desirable a reduction in hours 
so that labor could share in the gains of industrial progress. 42 In recent 
years, the notion that high wages are necessary to sustain consumption 
and avoid depression has become increasingly prominent in labor think¬ 
ing. 48 It remains to be determined whether labor leaders start with a 
problem, namely unemployment, and then see in shorter hours a remedy, 
or whether they start with a preference, namely shorter hours, and seek 
to rationalize or justify this preference, finding in technological and other 
forms of unemployment a convenient argument to fit their purpose. 44 

41 H. R. Mussey, “Eight-Hour Theory in American Federation of Labor/' in 
J. B. Hollander (ed.), Economic Essays Contributed in Honor of John Bates Clark 
(New York, The Macmillan Company, 1927), pp. 229-243. 

48 See, for example, “Reuther Challenges Our Fear of Abundance/' New York 
Times Magazine (September 16, 1945), p. 8. 

44 Professor Sumner H. Siichter of Harvard University suggested this problem 
in a letter to one of the authors. 
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At any rate, reduction in hours of work has had a long history of advocacy 
by labor and is likely to be argued with vigor again in the future. 

There are two points of view from which reduction in hours of work 
per day or per week can be examined as a remedy for unemployment. 
The first is the effect of a reduction in hours without a change in the 
basic wage rate, so that those workers previously employed now receive 
fewer hours of work and correspondingly reduced earnings. The second is 
the effect of a shortening of hours with compensatory increases in basic 
rates so that earnings for the shorter working time remain undiminished. 

Shorter Hours with Unchanged Basic Wage Rates 

With regard to the first possibility, it is obvious that jobs can be pro¬ 
vided for the unemployed if employed workers are willing to reduce their 
hours and sacrifice their pay, but such a plan would involve a general 
reduction in the standard of living of all employed workers. This solution 
is unacceptable to labor as a long-run proposition, although in particular 
industries during depression, share-the-work plans have been inaugurated 
to spread the available work among the widest number of union members. 
The needle trades unions, the boot and shoe workers, the textile workers, 
and the brewery workers customarily follow the equal division of work 
principle to spread out the burden of unemployment. 4& The danger of 
such a policy is that if the unemployment is not cyclical, but rather 
represents a permanent decrease in the demand for labor in a particular 
industry, a share-the-work policy based upon reduced hours of work 
attaches an unduly large supply of labor to the industry and converts 
the union into an instrument for reducing the standard of living of its 
members. 46 

Nevertheless the basic idea that if hours are only reduced far enough, 
work can be provided for all, is an important element in union thinking 
regarding the problem of technological change. This viewpoint is well 
expressed in the following extract from the American Federationist , official 
publication of the American Federation of Labor, written at the bottom 
of the great depression: 

If the work week were universally thirty hours instead of forty-two, 
23,000,000 persons would be employed to furnish 700,000,000 manhours 
of work. This would give jobs to 6,600,000 now out of work and leave 
1,700,000 still unemployed. ... A twenty-eight-hour work week would 
give work to all. 47 

45 S. H. Slichter, Union Policies and Industrial Management (Washington, Brookings 
Institution, 1941), p. 112. 

46 This danger is faced by the bituminous coal miners, the leather workers, and 
the New York live poultry industry. S. H. Slichter, Union Policies and Industrial 
Management (Washington, Brookings Institution, 1941), p. 138. 

47 “The Thirty Hour Week: Recovery Standard.” American Federationist , 40:182 
(1933). 
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In actuality, however, the effect of shortening hours without com¬ 
pensatory adjustments in wage rates cannot be assessed by a mere 
arithmetical calculation. For example, it might be thought that as long 
as basic rates are unchanged, unit labor costs should likewise remain 
constant. But employers will have to add new workers who will require 
training and who may be less skilled than those already employed, so 
that the immediate effect of the plan is probably to produce some decline 
in the efficiency of labor. Moreover, in some industries work sharing 
produces technical difficulties because where two groups of workers use 
the same machines, they are less likely to leave them in as good shape 
as if they use them exclusively. In the coal industry, for example, work 
sharing is usually accomplished only by alternating groups of workers. 
Considerable difficulty has been caused by the tendency of the group 
finishing work to leave timbering to be done by the next group. 48 

But even if unit labor costs do not change, capital costs per unit of 
output will be increased in those plants which operate fewer hours per 
week after the shorter hour program is inaugurated. Since fixed costs do 
not affect marginal costs, this change will not immediately alter the 
volume of employment. But the rise in fixed costs per unit will force 
marginal firms out of business and thus add to the amount of unemploy¬ 
ment. Moreover the reduction in profits in all plants will make entre¬ 
preneurs somewhat more reluctant to invest, and therefore in the long 
run the level of employment may be further reduced. 

On the demand side, the shortening of hours of work of employed 
labor may provide job opportunities for persons formerly on relief or 
receiving unemployment benefits. Whether this change will react favor¬ 
ably on consumer demand is arguable. Distribution of work may lead 
to an absorption of vacant housing through an increased number of 
marriages and undoubling of families. This should shortly lead to an 
increased demand for residential construction. Something like this may 
have happened in 1933 as a result of the shortening of the work week. 
Vacancy declined from about 14 per cent to 5 per cent from 1933 to 1934. 49 
However, the shortening of hours in 1933 was accompanied by wage 
adjustments so that the results may not be applicable to mere work 
sharing per se . Where there are no compensatory wage adjustments, the 
earnings of those formerly employed full time will be reduced, and there¬ 
fore an increase in consumer demand can only follow if the newly em¬ 
ployed workers greatly expand purchases over what they had consumed 
while on the government payroll. 

48 S. H. Slichter, Union Policies and Industrial Management (Washington, Brook¬ 
ings Institution, 1941), p. 138. 

49 C. Roos, u Economic Theory of the Shorter Workweek,” Econometrics , 3:39 
(1935); also, NRA Economic Planning, Cowles Commission Monograph No. 2 (Bloom¬ 
ington, Indiana, The Principia Press, 1937), p. 153. 
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Reduction in Hours with Compensatory Wage Increases 50 

On the whole, a program of shorter hours is unacceptable to labor 
unless it is accompanied by compensatory wage adjustment so that labor 
income is maintained. In advocating such a policy to reduce unemploy¬ 
ment, organized labor has shown its customary bias in emphasizing the 
role of demand conditions and ignoring the more immediate repercussions 
of the increased hourly price of labor on costs and business profits. 

Employers, by and large, can be expected to react to a program of 
reduced hours with compensatory hourly wage increases as they would 
react to any increase in marginal cost. Prices will tend to rise, a smaller 
output will be demanded, and ultimately a new equilibrium will be 
established at a lower level of output. In order to think this through, let 
us assume that the demand for labor under these circumstances in a 
particular firm has an elasticity of unity. If the union raises hourly rates 
5 per cent and reduces hours of work by 5 per cent, it will have duplicated 
the readjustment that the employer himself would have made to the 
changed cost conditions. But since a new equilibrium has been established 
at the higher unit price of labor, there is no incentive to hire any addi¬ 
tional labor. It is therefore clear that if the demand curve for labor in a 
particular firm has an elasticity of unity or greater, the reemployment 
objective of the shorter hour movement must fail of accomplishment. 

The precise value to be assigned to the elasticity of demand for labor 
has been the subject of some controversy among economists. On the 
whole, it seems likely that in depression periods when management is 
extremely sensitive to cost increases of any kind, the demand for labor is 
elastic at least in an upward direction. One statistical study has found 
that the elasticity of demand for labor for the economy as a whole has 
had a value of approximately —4. 51 While there is room for disagreement 
as to the precise value of the elasticity of demand for labor, it seems 
likely that the reduction in hours must be substantially greater than the 
percentage increase in hourly wage rates if the immediate effect of the 
institution of the shorter working week is not to increase the volume of 

50 This aspect of the shorter hour movement raises the same problems as were 
discussed in the chapter on Wage Changes and Employment. The problem might be 
attacked either from the point of view of the particular firm, or in general terms, 
following the Keynesian analysis. The former approach is adopted here, because 
reduction of hours typically proceeds industry by industry, rather than generally 
throughout the economy, and hence particular analysis makes possible a more realistic 
appraisal of the possible consequences. 

61 P. Douglas, Theory of Wages (New York, The Macmillan Company, 1934), 
p. 152. The significance of the statistical conclusions of this study has been the subject 
of considerable controversy in the literature. See, for example, discussions by S. H. 
Slichter and J. Black in American Economic Review , 18:168-172 (1928, supplement); 
H. Menderhausen in Econometrica , 6:143-158 (1938); D. Durand in Journal of 
Political Economy , 46:740-758 (1937). 
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unemployment. The effect of the shorter hours of work with compensatory 
wage adjustments will depend upon the relation between three factors: 
(1) the percentage decrease in the hours of work; (2) the percentage 
increase in hourly rates; and (3) the elasticity of demand for labor. 62 
Thus, if the elasticity of demand for labor were equal to —2 (i.e., the 
volume of employment diminishes 2 per cent with each increase of 1 per 
cent in wage rates), and if the increase in hourly rates were 5 per cent, 
then the percentage reduction in hours would have to be more than 
10 per cent if more workers are to be hired. 53 

Effect of Increasing the Number of Shifts 

More promising as a means of converting unemployment into leisure 
is the 6-hour shift, provided that the 6-hour shift means the use of two 
or more shifts per day. Suppose, for example, that a plant in a continuous 
process industry has been accustomed to run continuously for 5 days a 
week, using three 8-hour shifts. If this plant were to change to four shifts 
of 6 hours each, it would appear that employment would be increased. 
However, if each worker, now employed a shorter number of hours, 
wishes to keep his pay undiminished, it is evident that there will be a 
rise in labor cost per unit, despite the fact that the number of shifts has 
increased. The increased labor costs will be reflected in higher prices and 
a reduced total output, so that ultimately no permanent increase in 
employment will result from this changeover. 

But there are circumstances in which the addition of another shift 
will tend to increase employment. The substitution of two 6-hour shifts 
for a previous 8-hour day, or perhaps for a longer day including some 
employment at overtime, will tend to reduce capital costs per unit, by 
allowing management to work capital longer while labor works shorter 
hours. The decrease in total unit costs attributable to this influence will 
tend to offset the increase in unit labor costs occasioned by shortening 
the hours of work with compensatory wage increases, so that on balance 
profits may be unimpaired. This possibility has led one well-known labor 
authority to conclude: “It seems plain that if labor must be compensated 
for the reduction in hours, the only way to destroy unemployment by 
converting it into leisure is through a plan which permits industry 
simultaneously to achieve substantial savings in overhead.” 54 


M Another factor which should perhaps be taken into account is the effect of 
hours' reduction in drawing women into the labor market. Reduction in hours may 
increase unemployment if it makes jobs more attractive to women and hence increases 
the number of jobseekers. 

• # H. A. Millis and R. E. Montgomery, Labor's Progress and Some Basic Labor 
Problems (New York, McGraw-Hill Book Company, 1938), p. 507. 

64 S. H. Slichter, “Lines of Action, Adaptation and Control," American Economic 
Review , 23:53 (1933, supplement). 
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While it may be conceded that the more intensive use of capital is a 
favorable factor, it should be recognized that if the increase in the number 
of shifts does increase employment, it will have this effect only after a 
series of highly complicated long-run influences are set in motion. The 
spreading of overhead will not affect marginal costs, while the reduction 
of hours with increases in basic hourly rates will raise marginal costs. 
Hence as far as immediate price and output reactions are concerned, the 
change in the number of shifts does not alter the picture. Some plants 
wall be forced out of business, while other plants in which the proportion 
of labor costs is relatively low and overhead costs relatively high will find 
their profits increased by the changeover to additional shifts. Ultimately, 
the number of plants in the industry undergoing the change will diminish 
with a larger volume of business concentrated in a fewer number of firms 
each using capital more intensively than was true before the shorter hour 
program was inaugurated. 

The ability to inaugurate an additional shift will vary considerably 
from industry to industry, and in those firms attempting it, the benefits 
obtained will vary depending upon the importance of overhead costs. In 
some plants where equipment is antiquated, working additional shifts 
may mean increasingly frequent breakdowns without adequate time for 
repairs. In industries which do not operate continuously, the amount of 
reemployment which can be provided by a shortening of hours of work 
will depend in part upon the availability of unused machinery and equip¬ 
ment. To the extent that less efficient equipment is brought into use, the 
upward pressure on costs is intensified. 55 

Interindustry Shifts 

A program of shorter hours with undiminished take-home pay would 
produce important changes in the demand for particular industries. The 
increased availability of leisure would probably be reflected in an in¬ 
creased demand for sporting goods and other recreational goods by which 
leisure could be made more enjoyable. Likewise the effect of the increased 
wage disbursements—assuming that there were some initial reemploy¬ 
ment—would operate to stimulate the consumers goods industries. At the 
same time, however, the non-durable consumers goods industries would 
experience the greatest increases of cost relative to the rest of the econ¬ 
omy, since it appears that the non-durable consumers goods industries 
have higher ratios of wages to value added than do the capital goods 
industries. 56 Thus, in so far as the effect on costs is concerned, the former 

M The Shorter Workweek t A Report of the Department of Manufacture Committee, 
(Washington, Chamber of Commerce, 1945), p. 15. For an analysis of the effect of 
the two-shift system in British industry, see H. M. Vernon, The Shorter Working Week 
(New York, E. P. Dutton and Company, 1934). 

** C. Roos, NRA Economic Planning , Cowles Commission Monograph No. 2 
(Bloomington, Indiana, The Principia Press, 1937), p. 31. 
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industries would be hardest hit by the combination of shorter hours and 
increased wage rates, while the capital goods industries, having a higher 
ratio of capital costs would be the ones to benefit most from the addition 
of extra shifts. 

This combination of altered cost and demand positions would ulti¬ 
mately produce some readjustment in the disposition of the total labor 
force as among the various industries in the economy. The net effect upon 
employment can only be conjectural. If wage disbursements increase 
initially as a result of the shorter hours of work with compensatory wage 
rate increases, it appears that a larger proportion of the national income 
would be spent on non-durable consumers goods than before the 
hours program was instituted. Two factors will contribute to this result. 
On the one hand, the total income of wage earners will increase if there 
is some reemployment, and the income of working people, particularly 
during periods of large-scale unemployment is likely to be spent largely 
upon non-durable consumers goods. But as we have seen, these are the 
very industries which will feel most the impact of the shorter hour pro¬ 
gram. Therefore, prices will rise in these industries relative to the general 
price level, but because of the relatively inelastic demand typical of these 
industries, the total receipts of the non-durable consumers goods indus¬ 
tries will probably increase. This augmented volume of expenditure con¬ 
centrated in these industries will probably support a larger volume of 
employment than it would under its previous distribution, since the non¬ 
durable consumers goods are, according to some studies, more labbr- 
employing than other industries. 57 At the same time, since the proportion 
of labor costs to total costs is less in the capital goods industries than in 
the non-durable consumers goods industries and since the adjustments 
resulting from the changeover to more shifts with shorter hours per em¬ 
ployee may lead to a more efficient allocation of output concentrated in 
fewer plants, prices of machines should rise less than in proportion to 
consumers goods. This would stimulate the demand for labor-saving 
machinery and thus increase the volume of investment and employment. 

Shortages of Skilled Labor 

Any general uniform reduction in hours per week is likely to increase 
the number of bottlenecks which develop in production and therefore 
raise a barrier to full employment. A shortage of skilled workers in a key 
industry can have repercussions which produce unemployment through¬ 
out the economy. If the shorter hour program is applied to skilled work¬ 
ers, management is faced by three alternatives, all of which are likely to 
react unfavorably upon employment generally. Management can, of 
course, employ the same skilled workers as before, but now pay them 

67 C. Roos, NRA Economic Planning , Cowles Commission Monograph No. 2 
(Bloomington, Indiana, The Principia Press, 1937), p. 31, 
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additional overtime because of the shortening of the basic workweek. 
This would have the same effect as a wage increase and would therefore 
raise costs and prices. On the other hand, management can attempt to 
hire other workers and train them to fill these jobs, but these men will 
on the average be less experienced and make more mistakes so that labor 
cost per unit will tend to rise through their employment. Lastly, if man¬ 
agement is unwilling or unable to find additional skilled help, bottlenecks 
and shortages will develop which will cause stoppages, depriving even the 
unskilled of their jobs. 

The extent to which industry is dependent upon the supply of skilled 
labor was brought home clearly during the war years. It was also recog¬ 
nized in drawing up the various codes under the NRA. Thus a number of 
industries included exemptions from the shorter hours program for cer¬ 
tain classes of skilled labor. The code for the automobile industry provided 
for longer hours in the spring when the industry runs into shortages of 
skilled workers needed for full production of new models. 68 Moreover, the 
shortage of skilled labor is to some extent a regional problem. The problem 
might present itself in a particularly acute form in small towns having 
available only a limited pool of labor. Thus a program of shorter hours 
must be undertaken with caution. In a key industry such as the construc¬ 
tion industry where costs are already at a high level and where full pro¬ 
duction is urgently needed, a drastic shortening of the workweek would 
have disastrous effects upon the economy at large. On the other hand, in 
other industries a reasonable shortening of hours, even if it does produce 
some rise in costs, can probably be accomplished without too difficult a 
readjustment. An appreciation of the various possible repercussions of a 
shorter hour program indicates the danger of any general uniform short¬ 
ening of hours accomplished by legislative decree. 

Incidence of Shorter Hour Program 

In view of the increasing strength of organized labor in this country, 
it seems quite possible that within the next 10 years the average workweek 
in American industry will drop to 35 hours with a 30-hour week prevail¬ 
ing in those areas in which declining demand and rapid mechanization 
have particularly reduced the demand for labor. 59 Labor has not forgotten 
the lesson of war production which afforded a spectacular demonstration 


68 C. Roos, NRA Economic Planning , Cowles Commission Monograph No. 2 
(Bloomington, Indiana, The Principia Press, 1937), p. 34. 

69 If rapid advance is made in the application of the atomic principle to power 
production, an even larger reduction in hours may be called for. The immeasurable 
consequences to employment of labor inherent in such a development led Stuart 
Chase, well-known economist, to warn that “ technological unemployment could grow 
to catastrophic proportions” unless plans were made now to cope with future problems 
of atomic energy. New York Times (December 3, 1945), p. 4. 
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of the great productive capacity of our economic machine. With over 
10 million men under arms and two-fifths of our national output diverted 
into war production, our economic machine was nevertheless sufficiently 
productive to be able to provide the civilian population with a greater 
total amount of commodities and services than was afforded them in such 
good prewar years as 1937 and 1939. 60 Hence it is understandable why 
labor leaders view with skepticism the possibility of continuously employ¬ 
ing the full labor force at the current workweek. 

Undoubtedly the most desirable manner of attaining full employment 
in the coming decade would be through high volume production so that 
labor would be fully employed 40 hours a week and the community could 
benefit from technological progress in the form of a rising level of real 
income. From the point of view of maximizing national welfare, increasing 
leisure for organized labor, obtained by reducing hours of work below 
40 a week, can hardly be preferred to rising real income for the whole 
community. But if conditions make it impossible to attain full production 
and full employment on this basis, and as a consequence unemployment 
develops, then other means may have to be considered of occupying the 
labor force. One economist has summed up the dilemma in these words: 

Granted that full employment at a thirty-five hour week is less desirable 
for the nation than full employment at a forty hour week, it does not fol¬ 
low at ail that full employment at thirty-five hours is worse than seven- 
eighths employment (seven million unemployed) at forty hours. 61 

The crux of the problem is, of course, whether full employment could 
in fact be attained at the 35-hour level, or whether the rise in costs at¬ 
tributable to the program of shorter hours with less work would not so 
depress business confidence that investment would be discouraged and 
hence unemployment would prevail even at the shorter workweek. 

Unfortunately examination of past events is not very helpful in as¬ 
certaining the precise effect which a shortening of the workweek has on 
employment, because it is impossible to disassociate the effect of the cur¬ 
tailment in hours from other circumstances which affected the general eco¬ 
nomic milieu. There have been two periods of sharp downturn in hours of 
work—the first during World War I when the average full-time workweek 
fell from 55.1 to 51 hours and the second during the NRA when the estab¬ 
lishment of a 40-hour workweek meant a reduction for most workers of 
8 to 10 hours a week. 62 The Federal Reserve Adjusted Index of Industrial 


60 J. A. Krug, Production , Wartime Achievements and the Reconversion Outlook , 
United States War Production Board Document No. 334 (October 1945), p. 1. 

61 B. Graham, "The Hours of Work and Full Employment,” American Economic 
Review , 35:434 (1945). 

M Technology in Our Economy , TNEC Monograph No. 22 (Washington, 1941), 
pp. 167-168. 
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Production (based on 1923-25 equals 100), which had risen from 59 in 
March 1933 to 100 in July 1933, dropped after the inauguration of the 
NRA shorter hour program to 72 in the following November. 63 However, 
it hardly seems fair to term this—as have some economists—an experi¬ 
ment which was “dramatic and conclusive/’ 61 as indicating the effect of 
a reduction in hours and an increase in wage rates. The year 1933 was 
unique in many respects and the effect of a shortening of hours at such a 
time might be quite different from that of a similar program pursued 
under more propitious conditions. 

Nevertheless, as our earlier theoretical analysis has indicated, eco¬ 
nomic theory suggests that increasing leisure for the workingman can 
only be purchased at some cost to the economy in terms of the optimum 
utilization of resources. 65 Less work means less output ; higher costs mean 
a further deterrent to investment expenditure. Society may consider this 
a fair exchange but at any rate the program to reduce hours of work 
should not be undertaken without a full realization of the possible impact 
of the movement upon employment and production. 


68 Federal Reserve Bulletin (May 1934), p. 286. The effect of spreading of work is 
seen in the fact that while production was decreasing, employment in manufacturing 
industries, as measured by the U. S. Bureau of Labor Statistics Index, rose 3 per cent 
from July 1933 to December 1933. Federal Reserve Bulletin (May 1934), p. 271. By 
September 1934, employment was about four million greater than in June 1933. One 
investigator attributes about two million of this increase to the NBA and its work¬ 
spreading plan. See C. Roos, NRA Economic Planning , Cowles Commission Mono¬ 
graph No. 2 (Bloomington, Indiana, The Principia Press, 1937), p. 145. 

64 B. M. Anderson, in Paul T. Homan and Fritz Machlup (eds.), Financing 
American Prosperity (New York, The Twentieth Century Fund, 1945), p. 23. 

66 Of course, reduction in hours of work may itself contribute to a more nearly 
optimum distribution of resources in so far as it brings about an adjustment between 
work and leisure more closely approximating labor’s own preferences. 
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Wage, Hour, and Related Legislation 


In modern democracies, one of the accepted duties of the state is the 
protection of workers against-unfair conditions and against the risks and 
hazards of the job. The former entails the establishment of minimum 
wage, maximum hours, child labor and basic health and safety legislation, 
which will be discussed in this chapter. The second includes workmen’s 
compensation, the old age, survivors, and health and sickness insurances, 
which will be considered in the three following chapters. 

Minimum Wage and Hour Legislation 

Wage fixing by government intervention seems to progress through 
three stages: the first may be called the stage of protection; the second 
step, the level of minimum need; the third, the level of minimum comfort. 
The purpose of the first is to protect the worker from excessive physical 
and financial “exploitation” 1 ; the second attempts to set a general wage 
level based upon the minimum needs of a worker; the last would provide 
a worker and his family with every material condition required for its 
health and physical welfare. 2 Minimum wage legislation of the first stage 
is confined to certain industries where conditions have been particularly 
censurable. The second stage rather than being negative in philosophy, 
attempts to extend a positive program to all workers. The last and highest 
level, is in essence, an ideal, the goal of many proponents of minimum 
wage legislation. Admittedly, these divisions are arbitrary; as in most 
evolutionary processes, the stages merge imperceptibly into one another, 
but they are nevertheless useful distinctions. 


1 Financial exploitation in the sense of very low wages, rather than in the sense 
of payment to labor of less than its marginal value product, as the term is used in 
Chapter 13. 

8 Francis Bacon once admonished that it is a common fault of human under¬ 
standing to read into events more order than there is actually in them, simply because 
the mind likes to find order in everything. Perhaps this criticism is valid here. One 
might contend that the progress of minimum wage regulation in America has been 
purely chaotic, and could, no doubt, present a good case in support of this assertion. 
It is interesting, however, that this theory of evolution in the standards of wage¬ 
fixing was originally advanced by Professor Theodor Brauer in connection with 
Australian wage legislation, yet it seems to fit the American experience as well. See 
his article, “The Minimum Wage,” InternaiionaL Labour Review, 11, 5:683 ff. (May 
1925). 
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The Protective Stage 

Underlying this evolution in the standards adopted by government in 
setting wages is the evolution in the attitude of the public itself. Public 
opinion is naturally lethargic. It takes a sudden or drastic revelation to 
call forth public indignation. Thus, the nation is unconcerned when 
workers are maimed or killed every day by industrial accidents, yet it is 
aroused to action when 100 miners are buried in a cave-in. In the same 
way, public attention was focused on the problem of setting minimum 
wages by glaring conditions that prevailed, in certain “sweated” indus¬ 
tries, where wages paid were so low as to endanger seriously the health 
of the workers, and of women, in particular. The measures of this pro¬ 
tective stage in the development of wage regulation are characterized 
by their negative nature—they are primarily the expression of the reac¬ 
tion of the general public to conditions in particular industries which 
seem detrimental to the welfare of women workers. That these anti¬ 
sweating laws, have, in the main, been designed to protect women, can 
be attributed to the fact that women’s wages have been the ones that 
were extremely low. 3 Furthermore, since the future of the nation is argued 
to depend upon the health of its mothers, public opinion has always been 
more aroused when it has been revealed that the health of women workers 
was being endangered. Finally, the fact, noted in Chapter 2, that the 
American Federation of Labor was opposed to minimum w r age laws for 
men because of its traditional fear of state intervention, also encouraged 
legislators to confine such laws to women. The first domestic wage law 
was passed by Massachusetts in 1912 as the result of persistent agitation 
by trade union women and social workers. By 1923, 17 states had enacted 
minimum wage laws protecting women and children. But the movement 
was doomed to a temporary setback, for in that year, the Adkins case 4 
seemed to make it clear that all mandatory state minimum wage laws 
were unconstitutional under the Fourteenth Amendment. In the Adkins 
decision, the Supreme Court objected to the District of Columbia law on 
the grounds that it required payment of a fixed sum as a living wage 
whether the services rendered by the worker were worth that sum or not. 
The Court declared that “a statute requiring an employer to pay in 
money, to pay at prescribed and regular intervals, to pay the value of the 
services rendered , 6 even to pay with fair relation to the extent of the 
benefit obtained from the service, would be understandable.” 8 Taking 

* Even at present, women are often paid less than men for performing similar work. 
See, however, p. 546 for laws proscribing this practice. 

4 Adkins v. Children’s Hospital , 261 U. S. 525. 

6 Italics inserted by the authors. 

•Alice S. Cheyney, “The Course of Minimum Wage Legislation in the U. S.,” 
International Labour Review (July 1938), p. 29. 
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this hint, many states attempted to regulate wages where it could be 
shown that they were less than the “fair and reasonable value of the 
service rendered, and less than sufficient to meet the cost of living 
necessary for health.” 7 This movement was accentuated by the favorable 
atmosphere of the New Deal period. By 1936, minimum wage laws were 
again on the statute books of 17 states; of 9 passed after January 1, 1933, 
8 embodied the new principle of a “fair” wage. 8 

In June 1936, a New York law, which had prohibited the payment of 
substandard wages to women and minors, was held to be unconstitutional 
in a test case for minimum wage laws of the new type. 9 The Supreme 
Court sustained the decision of the state court which had declared that 
the New York law was not materially different from the one which had 
previously been declared unconstitutional. The point of resemblance 
emphasized was the inclusion in the New York law of a reference to the 
cost of living in the determination of a fair wage, a provision which, the 
Court reasoned, had nothing to do with “the value of the services 
rendered.” 

The decision was received by the general public with alarm and indig¬ 
nation. So aroused was public opinion that three months after he had 
won the decision, the laundry owner whose suit had precipitated the case 
had lost his business through the withdrawal of patronage by his indig¬ 
nant customers. 10 

In March, 1937, the Supreme Court, in effect, changed its attitude 
toward minimum wage legislation when it upheld the minimum wage law 
of the State of Washington. 11 In explaining the necessity for reopening 
the subject, the Court said in the introduction to its opinion: 

The importance of the question in which many states having similar 
laws are concerned, the close division by which the decision in the Adkins 
case was reached and the economic conditions which have supervened, 
and in the light of which the reasonableness of the exercise of the pro¬ 
tective power of the state must be considered, make it not only appropri¬ 
ate, but we think imperative, that in deciding the present case, the 
subject should receive fresh consideration. 12 

As a result of this decision, state minimum wage legislation received 
a new impetus. Nevertheless, by 1948, only 26 states, Puerto Rico, 

7 Alice S. Cheyney, “The Course of Minimum Wage Legislation in the U. S.,” 
International Labour Review (July 1938), p. 30. 

8 Alice S. Cheyney, “The Course of Minimum Wage Legislation in the U. S.," 
International Labour Review (July 1938), p. 31. 

• Morehead v. Tipaldo , 298 U. S. 587. 

10 Alice S. Cheyney, “The Course of Minimum Wage Legislation in the U. 
International Labour Review (July 1938), p. 33. 

11 West Coast Hotel Company v. Parrish , 300 U. S. 379. Actually the change in atti¬ 
tude was on the part of one judge. Both decisions were decided by a 5 to 4 vote. 

14 Alice S. Cheyney, “The Course of Minimum Wage Legislation in the U. S.,” 
International Labour Review (July 1938), p. 35. 
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Hawaii, Alaska, and the District of Columbia had minimum wage laws 
applicable to women. Nearly all these laws also regulated hours of work 
for women and working conditions for children as well. Only Connecticut, 
Massachusetts, New York, and Rhode Island, and Hawaii and Puerto 
Rico also regulated minimum standards for men. That field was left 
almost entirely to the federal government. 

The NR A Stage 

The National Industrial Recovery Act included wage provisions typ¬ 
ical of this second stage in the evolution of wage fixing. Passed in 1933, 
and declared unconstitutional 2 years later, it established codes covering 
20 million workers under basic minima that ranged in general from 30 
to 40 cents an hour. In industries employing 55 per cent of all codified 
employees, the hourly minimum was over 40 cents. 

Federal Regulation After NRA 

The common denominator of state wage regulation, prior to 1938, was 
the protection of the physical well-being of women workers. Rather than 
offering a positive philosophy as to a level which should prevail, it was 
essentially a negative reaction against excessive exploitation. Federal en¬ 
actments, on the other hand, have advanced a step beyond this primary 
stage, and have been based upon the idea that all workers, men and 
women both, are entitled to a “ living wage.” This second stage, the level 
of minimum need, is characterized by a positive philosophy. It is based 
upon the essential element of physical welfare which is common to the 
first stage, but it is more expansive in outlook. What is more, another 
motivating factor has entered the picture—the idea of the economic , 
rather than merely the social , necessity for high wages. The conviction of 
the government that minimum wage legislation will be good for the econ¬ 
omy because it will increase total effective demand can be seen from the 
fact that most federal wage enactments have been designed as a recovery 
measure. Although the NRA was short-lived, it did result in a significant 
increase in wage and hour standards. In addition, it provided valuable 
experience for the administration of later legislation. 

Three other federal laws of this period went beyond the merely protec¬ 
tive stage. The first was the Davis-Bacon Act of 1931, which, as later 
amended, requires contractors engaged in construction work for the fed¬ 
eral government to pay at least the prevailing minimum rates to laborers 
and mechanics. The second law, known as the Walsh-Healy Public Con¬ 
tracts Act, passed in 1936, provides the following basic conditions which 
must be observed on all government-let contracts in excess of $10,000: 

(1) Not less than the prevailing minimum wage determined by the 
Secretary of Labor shall be paid to employees working on such 
contracts; 
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(2) No such employee shall work over 8 hours per day or 40 hours per 
week except as the Secretary of Labor may permit overtime at a 
rate of not less than time and one-half the basic rate; 

(3) No male person under 16 and no female person under 18 shall be 
employed on a contract; 

(4) Convict labor shall not be employed on government contracts; and 

(5) Work on government contracts shall be performed under conditions 
that are safe and sanitary. 13 

Both the Davis-Bacon and Walsh-Healy Acts go beyond the establish¬ 
ment of minimum wage regulations since they require payment of “pre¬ 
vailing” rates. Moreover, the Secretaries of Labor have always inter¬ 
preted “prevailing” to mean the rate paid on union jobs, even in cases 
where only a minority of the workers in the area were unionized. As a 
result, wage setting under these laws has been a strong factor in establish¬ 
ing and maintaining rates desired by organized labor. 

The third “minimum wage” law of this character applies to pilots and 
copilots employed on airlines, holding certificates entitling them to make 
regularly scheduled flights. This law went into effect in 1934 and is now 
contained in Section 401 (L) of the Civil Aeronautics Act of 1938. It pro¬ 
vides that pilots shall receive not less than a rate based upon a formula 
composed of base pay of $1000-3000 per year, plus hourly pay, plus 
mileage pay, with bonuses for night flying and for flying over certain 
terrain; that copilots shall not receive less than their October 1, 1933 rates, 
which averaged about $190 monthly; and that no pilots or copilots shall 
fly more than 85 hours in one month. Since the introduction of faster 
planes automatically increases mileage pay, a pilot with 8 years’ experi¬ 
ence, flying a Lockheed Constellation plane, 85 hours per month, one-half 
day and one-half night, must be paid by law, not less than $10,854 per 
year! Undoubtedly, this is the most generous “minimum wage” law in 
the history of the world. And, as planes improve and fly faster, up goes 
this magnificant minimum. Other airline employees, including flight crew 
members, have no such glorious protection. 14 

The Fair Labor Standards Act of 1938 

The Walsh-Healy and Davis-Bacon Acts provide wage standards 
above the minima, and the Civil Aeronautics Act gives airline pilots an 
amazingly high minimum. The average worker, however, if protected at 
all by a minimum wage law, is treated far less favorably by the basic law, 
the Fair Labor Standards Act of 1938, as amended, also known as the 
Wage and Hour Law. 

11 Harry Weiss, “Minimum Labor Standards/’ in Yearbook of American Labor: War 
Labor Policies (New York, Philosophical Library, 1945), pp. 199-200. 

14 H. R. Northrup, “Collective Bargaining by Air-Line Pilots/’ Quarterly Journal 
of Economics t 61:533-576 (1947). 
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The Fair Labor Standards Act covers employees who are “ engaged in 
commerce or in the production of goods for commerce.’’ The Act “re¬ 
quired that such employees were to receive a minimum wage of not less 
than 25 cents an hour beginning October 24, 1938; 30 cents an hour 
beginning October 24, 1939; and 40 cents an hour beginning October 24, 
1945. The Act also provided machinery whereby the 40-cent objective 
could be achieved prior to 1945 through recommendations of industry 
committees composed of labor, management and the public.” 15 Because 
of wartime wage increases, nearly all workers covered by the Act were 
receiving 40 cents per hour or more before the statutary requirement took 
effect. 

The Fair Labor Standards Act also set maximum hour requirements. 
After October 24, 1938, all time worked over 44 hours, within one week, 
had to be paid at the rate of time and one-half; after October 24, 1939, the 
straight-time week was reduced to 42 hours, and after October 24, 1940, 
to 40 hours. 

The Act also contains child labor provisions which are discussed below. 

Table 23 shows the labor force in relation to coverage and exemptions 
under the Fair Labor Standards Act. The numerous exemptions make the 
coverage much less extensive than if the Act applied to all workers engaged 
“in commerce or the production of goods for commerce.” These exemp¬ 
tions apply either to both the wage and overtime provisions, or to either 
wage or overtime. The exemptions on both counts include workers: (1) in 
agriculture; (2) in certain agricultural processing operations carried on in 
the “area of production”; (3) in retail and service establishments which 
are predominately intrastate; (4) in fishing; (5) seamen; (6) in air and 
interurban transport; (7) in weekly papers where the subscription is less 
than 3000, or in telephone switchboard operations in public telephone ex¬ 
changes with less than 500 stations; (9) in executive, administrative, and 
professional occupations as defined by the administrator of the Act. 16 

Exemptions from the overtime provisions only of the Act are pro¬ 
vided for over-the-road trucking and railway and express company em¬ 
ployees, for employees engaged in milk pasteurization and butter making, 
ginning and compressing of cotton and processing of cottonseed, and in 
the purification of raw sugar and molasses. “The Act also provides for 
limited exemptions from overtime provisions of various types of agricul¬ 
tural processing and also permits a limited 14-week exemption for indus¬ 
tries determined by the administrator (of the Act) to be seasonal in char¬ 
acter. Authority is also granted by the Act to the administrator to provide 

16 Harry Weiss, “ Minimum Labor Standards,” in Yearbook of American Labor: War 
Labor Policies (New York, Philosophical Library, 1945), pp. 200-201. 

18 Harry Weiss, “ Minimum Labor Standards,” in Yearbook of American Labor: War 
Labor Policies (New York, Philosophical Library, 1945), pp. 201-202. 
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Table 23 


The Labor Force® in the United States in Relation to Coverage and Ex¬ 
emptions Under the Fair Labor Standards Act (1944)*f 




Number 
Covered 
by the Fair 
Labor 
Standards 
Act and 
Subject to 
Sections 

6 die 7 

Number Not Covered or Exempt 

Industry Group 

Total 

Number of 
Employees 

Total 

Number 
Exempt by 
Specific 
Provisions 
of Act 

Number 
Not Ex¬ 
empt and 
Engaged 
in Inter¬ 
state 

Commerce 

All groups, total. 

45,200,000 

21,485,000 

23,715,000 

19,945,000 

3,770,000 

Agriculture, forestry, and 
fisheries. 

5,000,000 


5,000,000 

5,000,000 


Manufacturing. 

16,000,000 

15,000,000 

900,000 

800,000 

100,000 

Mining and quarrying.. . 

800,000 

725,000 

75,000 

35,000 

40,000 

Construction. 

1,000,000 

200,000 

800,000 

50,000 

750,000 

Wholesale trade. 

1,500,000 

1,000,000 

500,000 

400,000 

100,000 

Retail trade. 

5,000,000 

100,000 

4,900,000 

4,900,000 


Banking, finance, and in¬ 
surance. 

900,000 

i 

600,000 

300,000 

285,000 

15,000 

Transportation and al¬ 
lied services. 

2,900,000 

2,200,000 

700,000 

600,000 

100,000 

Communication and 
other public utilities. . 

870,000 

800,000 

70,000 

70,000 


Services, total. 

5,230,000 

760,000 

4,470,000 

1,805,000 

2,665,000 

Agricultural and busi¬ 
ness services. 

450,000 

150,000 

300,000 

100,000 

200,000 

Automotive repair and 
other repair services 

130,000 

50,000 

80,000 

80,000 


Personal services. 

2,400,000 

50,000 

2,350,000 

1,000,000 

1,350,000 

Professional and re¬ 
lated services. 

1,200,000 

200,000 

1,000,000 

100,000 

900,000 

Non-profit member¬ 
ship organizations. . 

400,000 

250,000 

150,000 

100,000 

50,000 

Hotels, rooming houses, 
and other lodging 
houses. 

400,000 


400,000 

400,000 


Amusement, motion 
pictures, and other 
recreational services 

250,000 

60,000 

190,000 

25,000 

165,000 

Government (federal, 
state, and local). 

6,000,000 


6,000,000 

6,000,000* 



* Reprinted from the Quarterly Journal of Economics, 68:403, 1944, by permission of the publisher 
and Mr. Harry Weiss, the author. 

f Source: Preliminary estimates of the Statistics Section, Economic Branch, Wage and Hour 
Division. Figures are based on Census, Bureau of Labor Statistics, Social Security Board and trade 
association reports. 

« The labor force is defined to include only employees. Total employment thus excludes approxi¬ 
mately 6,000,000 farm owners and tenants; about 1,000,000 unpaid farm family laborers; and approxi¬ 
mately 2 , 500,000 proprietors of unincorporated businesses. Also excluded are members of the armed 
forces. 

h Strictly speaking, the exemption of governmental employees is quite different from the other 
exemptions, since they are excluded entirely through the definition of “employer." The effect, so far 
as the application of the wage and hour provisions is concerned, is the same. 
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exemption from minimum wage provisions for learners, apprentices, 
handicapped workers and messengers.” 17 

More than one-half of the labor force is thus not covered by the basic 
federal minimum wage laws. In some areas, those not covered are included 
under special legislation. The extraordinary case of airline pilots has al¬ 
ready been noted; and seamen, railway, trucking, non-pilot airline work¬ 
ers and others have been able by now to achieve protection through 
collective bargaining. In addition, maximum hours for railway operating 
employees, seamen, truckers, and government employees have been writ¬ 
ten in other legislation, some of which antedates the Fair Labor Standards 
Act by many years. 18 And the Sugar Act of 1937 “ extended minimum 
wage protection to a small segment of the field of agriculture by providing 
that sugar producers cannot receive benefits under the [Sugar] Act unless 
workers are paid rates not less than those determined by the Secretary 
of Agriculture to be fair and reasonable.” 19 

On the other hand, the great body of non-covered employees are either 
in agriculture or in intrastate commerce. Despite some agitation to include 
employees of large and/or corporate farms within the Act, opposition of 
farm groups to any such coverage has prevailed so that sugar workers 
remain the only agricultural workers with minimum wage protection. 

The workers in intrastate commerce, who are beyond the constitu¬ 
tional scope of federal regulation, also remain largely uncovered by other 
minimum wage laws. We already noted that only 4 states and 2 terri¬ 
tories 20 have general minimum wage laws, and only 26 states, 3 territories 
and the District of Columbia regulate minimum wages for women. Thus 
in a large number of states, intrastate industry is exempt from any re¬ 
quirement to pay a minimum wage. And this failure to regulate is more 
serious, first, in view of the large number of industries which are intrastate 
in character and which traditionally pay the lowest wages (for example, 
the various services trades), and second because both intrastate industries 
and agriculture include only a small percentage of unionized workers, and 
therefore have not to any extent won minimum standards by collective 
bargaining. 

Administrative Problems 

The Fair Labor Standards Act is administered by the Wage and Hour 
Division of the Department of Labor. An administrator heads the Divi¬ 
sion, which not only aids in interpreting and applying the law, but is also 

17 Harry Weiss, “ Minimum Labor Standards/’ in Yearbook of American Labor: War 
Labor Policies (New York, Philosophical Library, 1945), p. 203. 

18 For example, acts regulating hours of railway employees of 1906-1907 and 1916. 

19 Harry Weiss, “ Minimum Labor Standards,” in Yearbook of American Labor: War 
Labor Policies (New York, Philosophical Library, 1945), p. 203. 

80 Connecticut, Massachusetts, New York, Rhode Island, Hawaii, and Puerto Rico. 
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charged with enforcement. Wage and Hour Division inspectors are em¬ 
ployed to check up on alleged violations and to seek restitution where 
violation does occur. In cases where violations are not voluntarily stopped, 
the administrator may bring enforcement proceedings in court. In addi¬ 
tion, individuals may sue for double damages. Since 1943, the Wage and 
Hour Division has also administered the Walsh-Healy Act. 

Because back pay and damages frequently resulted in substantial 
amounts, and because violations of the Fair Labor Standards Act fre¬ 
quently turned upon an inadvertent misinterpretation of the law, six 
states passed legislation limiting back pay liability of employers. 21 The 
Supreme Court invalidated this legislation on the grounds that a state 
could not reduce the benefits of federal laws. Bills were then introduced 
into Congress, but failed of passage until the portal-to-portal controversy 
of 1946-47. 

The Portal-to-Portal Controversy 

When the Fair Labor Standards Act was being considered, there was 
no indication that Congress meant by “ hours worked ” anything else than 
was regular practice in a particular industry. In many industries, however, 
it has long been the custom to require the employees to be on the spot and 
ready for work before time was computed for their working day. This 
meant that many employees performed such preliminary activities “as 
putting on aprons, and overalls, removing shirts, taping or greasing arms 
. . . preparing the equipment for productive work, turning on switches 
for lights and machinery, opening windows and assembling and sharpen¬ 
ing tools,” 22 or even just walking to the place of work within company 
property. 

Seizing upon the legal technicalities involved in the concept of defini¬ 
tion of time spent on the job, a group of miners in an Alabama metal mine 
demanded compensation under the Act for time spent on “portal-to- 
portal” travel. In other words, they wanted compensation for alleged 
overtime worked beyond the computed 40-hour week which had been 
spent in traveling from the company gates to the particular spot under¬ 
ground in the mine where they worked and vice versa when they quit 
at the end of the working day. The Supreme Court found for them, despite 
the absence of any Congressional intent to write a new concept of workday 
in the Act. 28 

At the time the metal mines case was being considered, President 
John L. Lewis and the United Mine Workers opposed payment for portal- 

11 Iowa and Oregon (six months); Alabama and Florida (one year); Georgia (two 
years); and Ohio (three years). 

22 From the language in Anderson v. Mount Clemens Pottery Co., 66 Sup. Ct. 1187 
(1946). 

** Tennessee Coal, Iron and R . Co. v. Muscoda Local 128 , 321 U. S. 590 (1944). 
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to-portal on the grounds that it would upset the wage structure in the 
bituminous coal industry. During World War II, however, Lewis saw in 
the portal-to-portal issue a means of circumventing wage stabilization. 
The United Mine Workers, therefore brought a case of its own and again 
the Supreme Court decided in its favor. 24 The transparent character of 
the portal-to-portal claim was then quickly revealed as the United Mine 
Workers and the bituminous coal industry settled the entire matter on the 
basis of an average payment in lieu of portal-to-portal pay. Hence, the 
miner who traveled 10 minutes to his underground place of work and the 
miner who took an hour to reach his place of work now receive the same 
portal-to-portal pay. 

The storm which was caused by the mining case was very minor 
compared to that which broke when the Supreme Court decided that 
industrial workers were entitled to pay for traveling and make-ready 
time. 26 Immediately, CIO unions commenced filing an amazing number 
of claims under that decision, until by the end of January, 1947, 1515 
cases amounting to $5,785,204,606 were filed with an indefinite amount 
claimed in 398 additional suits. 26 AFL unions generally declined to claim 
suits on the advice from the Federation that such suits would upset and 
violate the spirit of collective agreements. 

Congress immediately took action by overwhelmingly passing a law 
known as the Portal-to-Portal Act of 1947, which had four main points: 
(1) It provided that no activities performed before May 14, 1940, the 
date of the passage of the Act, were to be compensable under either the 
Fair Labor Standards Act, the Walsh-Healy Act, or the Davis-Bacon 
Act, unless made so by contract, plant custom, or practice. After that 
date, travel and make-ready time was made compensable only if made so 
by contract or plant custom or practice. (2) It permitted compromise and 
waiver of liquidated damages for past claims under the Fair Labor Stand¬ 
ards Act, provided that the amount received was not less than the legal 
minimum wage of 40 cents or the legal minimum for overtime, which 
would be 60 cents. (3) It provided that under the three acts, the employer 
might escape liability “if he pleads and proves that the act, or omission 
complained of, was in good faith in conformity with and in reliance on” 
any administrative decision, practice, or enforcement policy. (4) It pro¬ 
vided for a uniform national statute of limitations under the three acts of 
120 days for claims arising before May 14, 1947, and of two years or the 
state statute of limitations whichever was shorter for suits arising there- 


24 Jewell Ridge Coal Corp. v. Local 6167 , UMW, 325 U. S. 161 (1945). 

16 This was in Anderson v. Mount Clemens Pottery Co., 66 Sup. Ct. 1187 (1946). 
These data and the ensuing discussion are based on Harry Weiss and Robert G. 
Gronewald, “Wage and Hour Laws/’ in C. E. Warne et at. (eds.), Labor in Postwar 
America (New York, Remsen Press, 1949), chap. 9, pp. 239-254. 
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after. The effect of this was to reinstate the four state laws which provided 
for a shorter than a two-year limitation. 27 

The net effect of the portal-to-portal controversy was thus to weaken 
employees’ rights of restitution under the law, regardless of whether they 
arose on a portal-to-portal issue. It is difficult to understand how Congress 
would be expected to do anything else in view of the fact that portal-to- 
portal claims were often in excess of the net worth of many businesses. 
Hardly, however, had this controversy died down, when a new wrinkle 
arose—the issue of “overtime-on-overtime.” 

The “ OvERTIME-ON-OvERTIME ” ISSUE 

In June 1948, the Supreme Court decided another case which had 
implications similar to the portal-to-portal cases. 28 This suit was brought 
by a group of New York City longshoremen on an interpretation of the 
Fair Labor Standards Act’s definition of overtime. Longshoremen’s union 
contracts with stevedoring companies traditionally require payment at 
one and a half times the straight-time rate for all hours worked in excess 
of 8 per day, before 8 A.M., after 5 P.M., and on Saturday afternoons, 
Sundays, and holidays. In the above case, the Supreme Court held that 
payment of time and a half in accordance with such contracts did not 
necessarily meet the requirements of the Fair Labor Standards Act, which 
requires payment at not less than one and a half times the “regular rate” 
for all hours worked by covered employees in excess of 40 per week. The 
act does not define “regular rate.” The court ruled that “any additional 
sum received by an employee for work because of previous work for a 
specified number of hours” was a true overtime premium not to be in¬ 
cluded in the regular rate but that premium pay for work performed 
before or after certain hours, on Saturday afternoons, Sundays, and 
holidays was extra pay for undesirable work shifts. The latter was not 
overtime pay, and had to be included in the regular rate. According to 
this ruling, a longshoreman who had worked 48 hours a week, all after 
5 P.M. and before 8 A.M., to take the extreme example, should have 
been paid for the 8 extra hours at the rate of one and a half times one and 
a half times the contract straight-time rate, viz., at the rate of $2.25 per 
hour if the straight-time rate had been $1. 

Fortunately, overtime-on-overtime did not become as serious a con¬ 
troversy as portal-to-portal because unions made little or no attempt to 
profit by it. The original case was brought over the opposition of the Inter- 


87 Iowa, Oregon, Alabama, and Florida. 

88 Bay Ridge Operating Co. v. James Aaron , et al ., 334 U.S. 446 (1948). This 
discussion has been aided by an unpublished memorandum of Industrial Relations 
Counselors, Inc. 



544 MINIMUM LABOR STANDARDS AND SOCIAL SECURITY 


national Longshoremen’s Association and the AFL, both of whom opposed 
it in court, and unions of the CIO likewise did not press the issue. More¬ 
over, since the Portal-to-Portal Act had already been passed, liability 
was less extensive. Then Congress amended the Fair Labor Standards 
Act in 1949, and removed the basis for claims of overtime-on-overtime. 

Both the portal-to-portal and the overtime-on-overtime issues resulted 
basically from artificial rulings of the Supreme Court. Although these 
rulings were on the “ liberal ” side, they are of the same character as earlier 
and since overturned conservative court decisions which denied the right 
of Congress or the states to legislate on questions of minimum wages. 
Such decisions have turned on legal technicalities which disregard the 
intent of Congress and the practical problems involved. 

The 1949 Amendments to the Fair Labor Standards Act 

In late 1949, Congress amended the Fair Labor Standards Act to raise 
the minimum wage from 40 cents per hour to 75 cents per hour. Included 
in these amendments, however, was an expansion of the exemptions under 
the Act which may remove more than one million workers from its cover¬ 
age. Thus a large number of the workers who would have benefited from 
the new law now find themselves with even less protection than the 40 
cent minimum formerly gave to them. (See page facing p. 546 for further 
discussion.) 

Maximum Hours Legislation 

Although only 26 states have established minimum wage laws for 
women, 43 states, Puerto Rico, and the District of Columbia have en¬ 
acted legislation limiting the hours of women in industry from 8 to 10 per 
day and 44 to 60 per week, with a prevailing group at 48 hours per week. 
In addition, 20 states and the District of Columbia require a day of rest 
in each seven for women workers; 16 states, District of Columbia, and 
Puerto Rico prohibit, and 2 others regulate, night work for women; and 
26 states, District of Columbia, and Puerto Rico regulate meal periods 
for women workers. 29 

A fundamental difference between state laws regulating the hours of 
work for women and the Fair Labor Standards Act is that the state laws 
set an absolute limit on hours worked rather than provide for time and a 
half for overtime. The reason is that the state laws are motivated by con¬ 
cern over the health, safety, and morals of women, whereas the Fair Labor 
Standards Act was motivated by concepts of sharing work, enjoying 
leisure, and promoting the economic well-being of workers. 

Only 2 states, Mississippi and Oregon, have adopted maximum hour 

29 Harry Weiss, “ Maximum I^abor Standards/' in Yearbook of American Labor: 
War Labor Policies (New York, Philosophical Library, 1945), pp. 203-204. 
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laws for all workers in manufacturing establishments. Both acts provide 
for the 10-hour day with Oregon permitting 3 hours overtime daily at 
time and one half. The Mississippi law provides for a 55-hour week maxi¬ 
mum. Eleven additional states 30 limit the hours of men in occupations 
where excessive work is extremely hazardous to the employee, or in such 
fields as transportation where excessive work endangers the consumer. 31 

Child Labor Legislation 

The Fair Labor Standards Act is also concerned with child labor. The 
minimum age for general employment in establishments covered by the 
Act is 16 years, and in occupations and industries found to be particu¬ 
larly hazardous by the Secretary of Labor, the minimum age is 18 years. 
Employment of children 14 or 15 years of age is permitted only in occu¬ 
pations other than manufacturing, processing, or mining, and only outside 
of school hours under restrictions established by the Wage and Hour Divi¬ 
sion which has administered the child labor sections of the Fair Labor 
Standards Act since July 1947. Prior to that date, these provisions were 
administered by the Children’s Bureau. In addition to federal regulations, 
a basic lG-year minimum age for employment had been adopted by 20 
states by June 1948. Moreover, most other states have enacted some 
legislation regulating child labor. 

Child labor regulation suffered sharply during the war. In April 1945, 
almost 3,500,000 boys and girls 14 through 17 years of age were engaged 
in full- or part-time work, or approximately three times the prewar figure. 
By April 1948, the figure had dropped to 2,040,000 which was still double 
the April 1940 figure. A large percentage of these were engaged in agri¬ 
culture, where only the states of California, Connecticut, New Jersey, and 
New York, and the territory of Hawaii had adequate regulation. Agri¬ 
cultural employment, it also will be recalled, is excluded from the coverage 
of the Fair Labor Standards Act. 32 

Although child labor continues to be a problem, it no longer ranks as a 
major one. The Fair Labor Standards Act dealt child labor a death blow, 
but it was already a declining phenomenon. Since 1900, the percentage 
of children, 16 years and under, in the labor force has steadily declined. 
In contrast to the present situation, 26 per cent of all boys 10 to 15 years 
old were working in 1900. 


30 Arizona, Missouri, Montana, Colorado, Nevada, New Jersey, New York, 
Georgia, Maryland, South Carolina, and Oregon. 

31 Harry Weiss, “ Maximum Labor Standards/’ in Yearbook of American Labor: 
War Labor Policies (New York, Philosophical Library, 1945), p. 204. 

38 Elizabeth S. Johnson, “ Child Labor and Youth Employment/’ in M. Hodges 
(ed.), Social Work Yearbook (New York, Russell Sage Foundation, 1949), vol. 10, 
pp. 92-98. 



546 MINIMUM LABOR STANDARDS AND SOCIAL SECURITY 


Other Protective Labor Legislation 

The states have enacted a great variety of legislation aimed at health 
and safety of the labor force. 

Illustrations of laws of this type are requirements for regular reports 
concerning accidents and occupational diseases, regulation of use of 
dangerous materials and equipment, exclusion of certain types of 
workers from particular employment, compensation for injuries or dis¬ 
eases received in the course of employment, and a variety of laws or 
codes governing sanitary facilities, fire protection, and other safety 
equipment. In some instances physical examinations are required for 
those undertaking particularly hazardous work, and systems of licenses 
for occupations involving public safety may be required. The regulation 
of industrial homework and prison labor is also a health measure, al¬ 
though an equally compelling reason for adoption of such laws is the 
market effect of competition created by workers employed under low 
standards. The codes and statutes of all states contain some health and 
safety provisions. For a number of years the use of white phosphorus in 
the match industry has been prohibited. The use of radium in watch dial 
and instrument making is closely controlled. Women are excluded from 
mining in all states. Under the Fair Labor Standards Act children be¬ 
tween sixteen and eighteen years of age are excluded from employment 
in occupations held to be hazardous. However, despite the volume and 
variety of such regulation, the toll of modern industry on life and limb 
continues to be great. 33 

In addition, the federal government has enacted several laws to ensure 
safe operation of railroads, trucks, airplanes, and ships. 

Finally, in nine states, 34 discrimination in rates of pay, as between the 
sexes, is prohibited. Such legislation is sponsored not only by proponents 
of equal rights for women, but also by unions and other groups who are 
fearful that women will be employed at less wages than men, and will 
thus cause unemployment of heads of families or depress the general 
wage level. 

33 Lois MacDonald, “Labor Standards,” in M. Hodges, Social Work Yearbook 
(New York, Russell Sage Foundation, 1949), vol. 10, pp. 287-288. 

34 Illinois, Massachusetts, Michigan, Montana, New Hampshire, New York, 
Pennsylvania, Rhode Island, and Washington. 
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Summary of 1949 Amendments to Fair Labor Standards Act 

The 1949 amendments to the Fair Labor Standards Act were described 
succinctly by a business journal as “more for fewer.” 35 Congress raised the 
statutory minimum wage from 40 cents to 75 cents per hour, effective 
late in January 1950, but at the same time reduced the number of workers 
which are covered by the law. In addition, however, the 1949 amend¬ 
ments extend the prohibition on employment of child labor. The main 
changes in the law are summarized below: 

1. The statutory minimum is raised from 40 cents to 75 cents per 
hour. Approximately 1,500,000 workers are directly affected by this 
increase. More than 800,000 of these workers reside in the South or 
Southwest. This estimate, of course, does not include those workers who 
will receive increases as an indirect result of the amendments. For, if the 
unskilled workers receive increases as required by law, other workers will 
be moved up so as to maintain differentials between the unskilled and 
semiskilled. 

2. Anywhere from 350,000 to 1,000,000 workers who were formerly 
covered by the Fair Labor Standards Act have now been removed from its 
protection. The largest number of these exempted for the first time by 
the 1949 amendments result from a new definition of the commerce clause 
in the act. Whereas, formerly, the law applied to those “ necessary to 
production,” it now applies only to those “closely related and directly 
essential to the production of goods for commerce.” According to the 
report of the House Committee, the framers of the amendment had in 
mind eliminating from the Act’s coverage employees of businesses which 
are primarily intrastate and local in character, but which have enough 
relation to interstate commerce to be included under the old definition. 
Xhus employees of restaurants in factories, local stores whose customers 
produce goods for commerce, and employees of local fertilizer companies 
which sell products to local farmers are cited as examples of groups that 
have now been uncovered. The exact number of employees who have 
been uncovered by the change in the commerce clause must, however, 
await judicial determination, and that may take several years. 

3. In addition to the change in the commerce clause, the estimates of 
newly uncovered employees include those who are removed from the 
scope of the Act by specific amendments. They include the following: 
Employees of irrigation projects used exclusively for supply and storing 
of water for agricultural purposes; employees of logging companies where 
the total employment of the concern does not exceed 12; employees of 
laundries, half of whose annual dollar volume is derived from the sale of 
service within the state in which the laundry is located and 75 per cent 
of whose annual dollar volume is derived from sales of services to custom- 

35 Business Week , October 22, 1949, p. 98. 
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ers not engaged in a mining, manufacturing, transportation, or communi¬ 
cations business (in other words, services for barber or beauty shops, 
doctors' or dentists' offices, schools, hospitals, restaurants, or hotels, as 
well as for housewives, will now come within this exemption). Newsboys 
are exempt from both the minimum wage, overtime, and child labor provi¬ 
sions in the delivery of newspapers to the customer. The small newspaper 
exemption Avhich was formerly applied to weekly or semi weekly news¬ 
papers with a circulation of less than 3000 within a single county has been 
broadened by extending it to dailies, increasing the circulation limit to 
4000, and permitting the circulation to be within contiguous counties 
even if those counties cross state lines. The exemption for retail stores has 
been spelled out in detail in such a manner that it may expand the num¬ 
ber of those not covered. Taxicab companies have been exempted. The 
exemption for telephone companies is broadened by increasing from 500 
to 750 the number of stations an exempt exchange may serve, and em¬ 
ployees of contract telegraph agencies may now be excluded if they meet 
certain conditions. 

4. The administrator is now specifically authorized to issue regulations 
restricting industrial homework. Such action had already been taken 
administratively for seven industries. 

5. Congress spelled out what it meant by regular rate of pay so that 
the likelihood of another “overtime on overtime" decision will not occur. 
In addition, specific statutory backing is given to contracts which 
provide a guaranteed fixed weekly salary for employees whose hours 
fluctuate from week to week. 

6. The coverage of the Act has been extended in a few instances. 
Whereas employees of airlines were formerly entirely excluded from the 
Act, they are now included as to the minimum wage, but excluded as to the 
hours requirements. Certain cannery workers who formerly were excluded 
are brought under both the wage and hours provisions of the Act. 

7. The child labor provisions of the Act were formerly applicable only 
in establishments producing goods in commerce. These restrictions have 
been broadened so that no minor under the age of 16, or under the age of 
18 in an occupation found by the administrator to be hazardous, may be 
employed in commerce or in the production of goods for commerce, nor 
may parents, as heretofore, employ their own child under 16 in hazardous 
work. However, exemptions relating to motion picture and theatrical 
employees are extended to include radio and television, and a new 
exemption as already noted is provided for newsboys. 

8. The administrator's power to sue for back wages for employees has 
been defined more specifically. 
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Social Security: The Old Age and Survivors Program 


Because of the inability of most persons to provide adequately against 
the risks involved in the interruption of income resulting from old age, 
loss of breadwinner, unemployment, accident, or other unforseeable cir¬ 
cumstances, a widespread demand has developed for organized protection 
against these hazards. 1 After a preliminary statement of the nature of 
social security, this chapter deals with social insurance and assistance 
measures which are concerned with old age, survivors, and dependent 
children. Chapter 25 summarizes the unemployment insurance programs, 
and Chapter 26 summarizes the accident and sickness insurances. 

The Nature of Social Security in America 

Social security measures in America are not designed to secure the 
individual absolutely against disaster, but rather to provide a minimum 
standard of living. In the three chapters mentioned above, we shall be 
concerned primarily with public measures providing minimum income to 
members of the population. In view of the fact that measures designed 
to provide essential social services (e.g., medical care) are closely entwined 
in many respects with income security measures, the former will also be 
considered in part. 

Despite the relatively high level of income in America as compared 
with that of other countries, the average American family cannot save 
enough funds to provide for emergencies. The data in Table 10 (Chapter 
3) reveal that the average income of family units before taxes in the high 
income year of 1946 was only $2600. Disposable income, that is income 
left after taxes, is, of course, considerably less. In view of the fact that, in 
1946, the United States Bureau of Labor Statistics estimated that the 
average worker in the large cities needed an income in excess of $2700 to 
support a family of four “at a level of adequate living—to satisfy prevail¬ 
ing standards of what is necessary for health, efficiency, the nurture of 
children and for participation in community activities,” 2 it can readily 


1 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949). Professor Burns graciously lent her book, the most thorough 
study of this subject, to the writers while it was still in page proof. Our debt to Pro¬ 
fessor Burns is very great. Quotations are by permission of the publisher. 

* L. S. Kellog and D. Brady, “The City Worker's Family Budget," Monthly Labor 
Review , 68:133-170 (1948). 
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be seen that not only workers in large cities, but others whose living costs 
are less would find it extremely difficult to provide for contingencies of 
old age, unemployment, and illness or injury. 

Social Insurance v. Public Assistance 

The essential difference between social insurance and general public 
assistance or relief measures is first, that under social insurance, “the law 
specifies with precision the conditions governing eligibility, and the na¬ 
ture and amount of the benefit. Second, the specific conditions do not 
include a requirement to undergo a test of means or need.” 3 Benefits 
under social insurance are, therefore, predictable, whereas those under 
public assistance are not, since the discretion of the program adminis¬ 
trator in determining whether or not to grant assistance, and if so, how 
much, must be very great. In other words, citizens who meet specified 
eligibility requirements under the law have a right to social insurance; 
but citizens must establish a need or prove that they are worthy in order 
to secure public assistance. 

In actual practice, the borderline between insurance and assistance is 
not always precise. Thus under the various unemployment compensation 
systems, receipt of insurance is sometimes dependent upon lack of oppor¬ 
tunities for “suitable work.” The meaning of this term permits adminis¬ 
trative discretion which can be used to deny benefits to those who may be 
considered to have a right to benefits. 

It should be noted that social insurance and other forms of social 
security measures are not necessarily antagonistic, but rather can and 
should be complementary. “Social insurance deals with presumptive 
rather than with demonstrated need, and is a social institution dominated 
by a concept of average rather than individual need. This characteristic of 
social insurance limits the extent to which this form of social security can 
deal with the total problem of family economic insecurity. A program 
dealing with average conditions and needs will always have to be supple¬ 
mented by a system of public assistance to provide for emergencies and 
special needs.” 4 

Moreover, the American social security system is far from being 
wholly an insurance system. The old age program, for example, entails 
assistance as well as insurance. In addition, two other types of benefits 
have been utilized: status benefits to veterans, which World War II has 
made extremely important; and work relief, such as was used by the 

’Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 31. 

4 Eveline M. Bums, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 36. 
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Works Progress Administration (WPA) during the thirties, but which has 
not been a factor since that time. 

Table 24 summarizes the American Social Security System as of 1940, 
1946, and 1947. Four types of social security are utilized. “ Social insur¬ 
ance is used to protect some groups in the population against the risks of 
old age, death of a breadwinner, short-period unemployment, loss of 
earnings due to occupational accidents and diseases, and to a very limited 
extent, against interruption of earnings due to sickness or disability, how¬ 
ever caused.” 5 The public assistance programs are of two kinds: special 
public assistance , which attempts to meet the needs of specific groups, that 
is, aged persons not covered by Old Age and Survivors Insurance (OASI), 
dependent children, the blind, in some states veterans in need, and in one 
state persons who need constant care as a result of permanent, total dis¬ 
ability; and general public assistance, which is a last resort measure given 
to those who are not eligible for other programs and are in need. The 
fourth social security type in use besides social insurance, special and gen¬ 
eral public assistance, is the veterans ’ security program , designed “to pro¬ 
vide on a non-needs basis for soldiers, veterans, and their families in the 
event of death, disablement, or incapacity attributable to military service, 
or unemployment following discharge.” 6 

The most surprising fact revealed by the data in Table 24 is the rela¬ 
tive unimportance of the social insurances. Fewer persons were affected 
by the insurances in 1947 than by veterans programs or by the combined 
totals of the special and general assistances. There are many reasons for 
this. One is that social insurance was begun in a time of depression, which 
in turn was followed by a period of relatively full employment. Persons 
who were unemployed when the unemployment insurance program began 
were not eligible for insurance until they experienced a period of employ¬ 
ment; and then they were likely to stay employed as the labor market 
grew tighter. Likewise, the OASI program required a certain number of 
quarters of earnings before eligibility. Until then, people had to depend 
on assistance. Now that that period is largely over, the relative impor¬ 
tance of OASI will increase. The aging of the population has, however, 
added to the problem of old age, and increased the assistance problem. 
Finally World War II saw the development of a large veterans’ program, 
parts of which will taper off during the postwar years, but parts of which 
may be expanded under pressure of veterans’ organizations. 

The material in Table 24 indicates also the variety of programs which 
are included in the American social security system. Thus an aged person 

6 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 47. 

* Eveline M. Bums, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 47. 
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Table 24 

Beneficiaries and Payments Under Income Security Programs, Classified by 
Type of Program: Selected Dates*! 


Type of Program 

( 

Beneficiaries 
[in thousands) 

Payments 

(in thousands of dollars) 


1940 

1946 

1947 

1940 

194ft 

1947 

Social insurance (total). . 

1112.0 

2658.4 

2990.2 

855,366 

1,998,988 

1,863,863 

Old age and survivors.. 

222.5 

1642.3 

1978.3 

40,594 

387,691 

482,456 

Railroad retirement. . . 

149.2 

189.5 

290.2 

118,111 

160,144; 

202,460 

State unemployment 







insurance. 

666.6 

749.9 

621.4 

518,700 

1,095,475 

776,164 

Railroad unemploy- 







ment insurance. 

73.7 

70.3 

77.8 

15,961 

39,917 

50,769 

Workmen's compensa- 







tion. 

a 

O 

a 

162,000 

311,000 

330,000 

State disability insur- 







ance ft . 

. . 

6.4 

22.5 


4,761 

22,024 

Veterans' programs (total) 

941.1 

4307.1 

3809.4 

427,507 

3,353,833 

3,042,356 

Pensions and compen¬ 






' 

sation . 

941.1 

3163.8 

3271.9 

427,507 

1,610,135 

2,071,814 

Unemployment allow¬ 






ances . 

i 

987.9 

464.6 


1,491,294 

772,368 

Self-employment allow¬ 

1 

i 





ances . 


1 155.4 

72.9 


252,424 

198,174 

Public assistance (total).. 

4269.0 

3472.7 

3829.0 

1,034,984 

1,182,586 

1,480,774 

Old age assistance. 

2066.0 

2195.8 

2332.0 

474,952 

822,061 

986,470 

Aid to dependent chil¬ 







dren . 

891.0 

885.2 

1059.9 

133,243 

208,857 

294,038 

Aid to blind. 

73.0 

76.7 

81.1 

21,826 

30,748 

36,198 

General assistance. 

1239.0 

315.0 

356.0 

404,963 

120,920 

164,068 

Work relief (total). 

2846.0 



1,577,078 



Civilian Conservation 







Corps. 

246.0 


.. 

215,846 



National Youth Ad¬ 







ministration . 

774.0 



92,046 



Works Projects Admin¬ 







istration . 

1826.0 



1,269,186 



Grand total. 

9168.1 

10,438.2 

10,628.6 

3,894,935 

6,535,407 

6,386,993 


* Source: Eveline M. Burna, The American Social Security System (Boston, Houghton Miffln Com¬ 
pany, 1949), p. 48. By permission of the publisher. 

t Data for Social insurance and veterans’ programs supplied by Social Security Administration. 
Public assistance data from Social Security Year Book 1940, p. 46, and from Social Security Adminis¬ 
tration Bureau of Public Assistance. Work relief data from Social Security Y<ar Book 1940 , p. 272. 
Recipients given as of December each year. Payments (or earnings in case of relief workers) are for 
calendar year. 

• Not available. 

ft Excludes payments under voluntary plans in California, 
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“may be eligible for old-age insurance under the Social Security Act 
either in his own right or as the aged dependent or survivor of a benefici¬ 
ary; he may be entitled to an annuity under the Railroad Retirement 
Act, again either in his own right or as a survivor, or he may apply for 
Old Age Assistance (OAA), though here his prospects of securing aid will 
vary somewhat from state to state. In addition, veterans drawing dis¬ 
ability payments continue, of course, to receive these when they are old, 
and the means-test pension for non-service connected disability is in¬ 
creased in amount when the recipient reaches age 65, or has received pen¬ 
sions for ten continuous years.” 7 

Benefits payable to those who have lost a breadwinner are equally 
varied, with the OASI, Railroad Retirement, assistance and veterans 
programs all having a role. Insecurity because of unemployment is less 
involved (and less adequately provided for), but covered by three pro¬ 
grams: state unemployment compensation, a railroad plan, and status 
benefits for veterans. Loss of earning power because of accidents on the 
job is handled largely by state workmen’s compensation programs which 
vary greatly in coverage and protection. In addition, five states and the 
railroad programs have benefits for loss of earning power due to tempo¬ 
rary sickness disability however contracted, and the railroad program 
includes permanent disability insurance as well. Aid for a specific dis¬ 
ability, blindness, is available in all jurisdictions except Alaska, and aid 
for permanent disability is given in one state. Dependent children have 
special provisions made for them if the breadwinner cannot support them 
because of mental or physical incapacitation. The great body of persons 
whose personal resources are exhausted have, however, only general public 
assistance available in case of inability to work because of illness. 8 

Another feature of the American social security program is the variety 
of governments involved. Old Age and Survivors insurance is wholly a 
federal program; Old Age Assistance and other special assistances involve 
both the federal and state governments as does unemployment compen¬ 
sation, but the unemployment program is almost completely run by the 
states. Workmen’s compensation is wholly a program of the states, except 
for small segments of employees covered by federal laws. General assist¬ 
ance involves local governments, but the states are parties in these pro¬ 
grams to varying degrees. Finally, even when the federal government 
alone is involved, there is no unity of administration. Thus, by virtue of 
their political power, the railroad unions have secured separate and su¬ 
perior social security arrangements for themselves, and civil service em- 

7 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 54. 

* Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), pp. 55-60. 
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ployees also have a special retirement program exclusive of the general 
system. 

Altogether, it is difficult to imagine a more complex system than our 
American social security program. This complexity makes it impossible 
to do more than highlight the features of its most important aspects, and 
particularly requires that those who are interested in the special programs 
of veterans, railroad employees, and in general public assistance, should 
consult a more specialized study of social security. 9 

The Problems of Old Age and Loss of Breadwinner 

Old Age 

Rightly or not, employers generally prefer younger workers to older 
ones. In the absence of union seniority rules, and a shortage of labor such 
as occurred during World War II, forced retirement might conceivably 
take place as early as 50 years in some plants. Despite variations among 
workers, it is true that efficiency generally commences to decline in ad¬ 
vancing years and that the pace of modern industry is too much for most 
men of 65 years and older. “At the end of 1946, for example, only 3.6 
million of the 10.5 million people over 65 were working or [were] the wives 
of workers, and during the depression years the percentage was even 
smaller.” 10 

The fact that earning power declines in later years is becoming an 
ever more serious social problem because of the aging of our population. 
This is the result both of medical advances which have increased life 
expectancy and of the declining rate of population increase. “The num¬ 
bers of the aged are growing not only absolutely but also in relation to the 
population as a whole. Whereas in 1940, there were roughly 9 million 
persons 65 years of age and over (a little under 7 per cent of the total 
population) by [the year] 2000 it is estimated that there will be between 
20 and 22 million persons (between 13 and 14 per cent) in this age 
group.” 11 

Loss of a Breadwinner 

Closely allied with the problem of old age is that of the family which 
loses its principal breadwinner. Advances in medical science which have 
lengthened life expectancy have been made mainly by successful attack 

9 The best source for further information is Professor Eveline M. Burns’s book, 
The American Social Security System (Boston, Houghton Mifflin Company, 1949), 
which has been extensively used for our summary. 

10 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 9. 

11 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 9. 



social security: the old age and survivors program 553 


on causes of death before the age of 40. Maladies such as cancer, heart 
disease, and arthritis, which strike persons at the peak of their earning 
power, have increased the number of their victims since 1900. In addition, 
accident hazards resulting from such conveniences as the automobile 
have greatly increased also. Few heads of families are able to carry suffi¬ 
cient private life insurance to do more than tide over their survivors for a 
relatively short period. The problem of taking care of survivors is essen¬ 
tially a public one. 

The extent of the problem created by the loss of the breadwinner is 
illustrated by these data. In 1946, there were 2.7 million fatherless chil¬ 
dren under 18 years of age, approximately 3.7 million widows who had 
not reached 65 years, and 3 million widows 65 years and older. “Rather 
less than half of the younger widows were employed. But . . . widows 
under 45 who were heads of families with children under eighteen living 
with them (2 out of every 3 in 1943) are handicapped by family responsi¬ 
bilities in their search for work. Only 58 per cent of this group were at 
work in 1943 compared with the 81 per cent of widow family heads who 
had no children under 18.” 12 In view of the limited employment oppor¬ 
tunities for older workers, it is obvious that widows over 65 have little 
chance of securing satisfactory employment when they are able to work. 
Approximately 6 per cent of this group was working in 1940. 13 

A Summary of the Old Age and Survivors Insurance Program 
as of January 1, 1949 

Types of Benefits 

The Social Security Act as of January 1, 1949, provided for the pay¬ 
ment of seven types of old age and survivors insurance benefits, as follows: 

1. The primary insurance benefit, payable to the fully insured retired 
worker at age 65. The amounts of all other benefits are related to this 
primary insurance benefit. 

2. The wife's benefit, equal to one-half of the primary insurance 
benefit and payable at age 65 to the wife of a retired beneficiary. 

3. The widow's benefit, equal to three-quarters of the primary insur¬ 
ance benefit and payable at age 65 to the widow of a fully insured worker. 

4. The child's benefit, equal to one-half of the primary insurance 
benefit and payable to the unmarried child under 18 of a retired worker or 
a deceased insured worker. 

5. The widow's current insurance benefit, amounting to three-quarters 

12 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 15. 

18 Eveline M. Bums, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 15. 
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of the primary insurance benefit and payable to the widow under 65 of a 
deceased insured worker if she has a child of the worker in her care who 
is entitled to benefits. 

6. The parent’s benefit, amounting to one-half of the primary insur¬ 
ance benefit, and payable to dependent parents of a deceased fully insured 
worker at age 65 if no other relatives eligible for monthly benefits survive 
the deceased wage earner. 

7. The lump-sum death payment, amounting to 6 times the primary 
insurance benefit and payable upon the death of an insured worker if no 
monthly benefits are immediately payable. 

Benefit Amounts 

The amount of the primary insurance benefit is determined as a per¬ 
centage of the worker’s “average monthly wage.” The present formula 
for the primary benefit is 40 per cent of the first $50 of the average 
monthly wage, plus 10 per cent of the remainder up to $250, increased by 
one per cent of the sum of the foregoing for each year in which the indi¬ 
vidual was paid wages of $200 or more. 

The average monthly wage is computed by dividing the total wages— 
up to $3000 a year—which the worker has received in covered employ¬ 
ment by the number of months elapsing after the start of the program, or 
after the worker attains age 21 if that is later, and prior to the date of his 
death or attainment of age 65. Thus periods of time spent outside of 
covered employment operate to lower the average monthly wage and 
consequently the benefits payable to the worker or his family. 

The minimum monthly benefit payable to a worker or to his family 
is $10. The maximum is twice the primary benefit, 80 per cent of the aver- 

Table 25 


Benefits, Number of Recipients and Average Amount 
Received Under Old Age and Survivors 
Insurance, 1947* 


Type of Benefit 

Number 

Average Amount 

Primary. 

900,187 

#24.97 

Wife’s. 

278,951 

13.21 

Widow’s. 

170,969 

20 43 

Child’s. 

535,074 

12.81 

Widow’s current. 

136,379 

20.50 

Parent’s. 

10,299 

13.47 


* Source: Advisory Council on Social Security, 1948. 


age monthly wage, or $85, whichever is least, except that the maximum 
cannot reduce the family total below $20. Benefits are not payable for 











SOCIAL security: the old age and survivors program 555 


any month in which a beneficiary earns $15 or more in covered employ¬ 
ment. When a primary beneficiary earns this amount the benefits of all 
dependents are suspended as well. 

Eligibility Requirements 

Eligibility for benefits is based on the extent and proportion of time 
which the worker spent in employment covered under the program. There 
are two types of “insured status.” If a worker is “fully insured,” he or 
his family are eligible for any of the types of benefit provided. To be 
fully insured he must have worked in covered employment for, roughly, 
half the time since the start of the program or since his attainment of age 
21, except that he must have worked for at least a year and a half, and 
need not have worked for more than 10 years. If a worker is not fully 
insured, his survivors are nevertheless eligible for certain types of benefits 
—widow’s current, child’s and the lump-sum—if he is “currently insured ” 
—that is, if he has worked in covered employment for, roughly, half 
the time in the *3 years immediately before his death. 

Coverage 


The present program is limited largely to employees in commerce and 
industry. The major groups now excluded from coverage are set forth in 
Table 26: 

Table 26 


Groups Excluded from Old Age and Survivors 
Insurance Program, 1947* 


Group 


Number of Persons 
(A pproximate) 


The self-employed, including fanners 

Agricultural workers. 

Household workers. 

Employees of non-profit institutions. 

Employees of the federal government. 

Railroad workers. 

Members of the armed forces... 

Employees of state and local governments 


11,000,000 

3,500,000 

2,500,000 

1,000,000 

2,000,000 

1,700,000 

1,400,000 

4,000,000 


* Source: Advisory Council on Social Security, 1948, 


Therefore, only about three out of five workers are in jobs covered by 
the old age and survivors insurance program. 

The reasons for the exclusions vary, depending on the exclusion. Some 
of the groups, such as the self-employed and farm and domestic workers, 
were excluded chiefly for administrative reasons. The exclusion of non¬ 
profit institutions was caused by the opposition of the organizations in- 
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volved. At the time of the original Act and at the time of the 1939 amend¬ 
ments, they feared that imposition of the old age and survivors insurance 
taxes might be a precedent for the imposition of other taxes and possibly 
also for interference with religious activities. There appear to be constitu¬ 
tional barriers to the coverage of state and local employees under a com¬ 
pulsory program except those engaged in businesses and industries con¬ 
ducted by the government such as public utilities, subways, and the 
like. Unions representing federal employees and railroad workers have 
opposed the inclusion of these groups. 

Financing 

The present old age and survivors insurance program is financed by 
contributions from covered employers and employees. Employers deduct 
from the wages of their employees 1 per cent of all wages up to $3000 a 
year for any one employee, and add to it their own contributions of 1 per 
cent. The contributions are turned over each quarter to the Bureau of 
Internal Revenue, together with a list of employees' names, account 
numbers, and amounts of wages paid in the quarter. (The wage amounts 
are posted on individual records by the Social Security Administration 
and are used in determining eligibility for benefits and benefit amounts.) 

The contributions are deposited in the Federal Old-Age and Sur¬ 
vivors Insurance Trust Fund and are used to pay the benefits and admin¬ 
istrative expenses of the program. By 1948, the Trust Fund amounted to 
over 9.6 billion dollars. Contributions amounted to $1,556,835,527 in the 
calendar year 1947, benefit payments amounted to $466,192,502, and 
administrative expenses were $45,561,225. Interest on the Trust Fund 
was $164,186,025. Under the law, increases are scheduled in the contribu¬ 
tion rates from the present 1 per cent on employers and 1 per cent on 
employees to 1J4 P er cent each in 1950 and 2 per cent each in 1952. The 
Social Security Act contains a provision that appropriations will be made 
from general revenues if needed to meet the obligations of the system. 

Administration 

The administration of the OASI program is wholly in the hands of 
the federal government. Two agencies divide these administrative func¬ 
tions. Taxes are collected by the Treasury and paid into the OASI trust 
fund of which the Secretary of the Treasury is the managing trustee. The 
Treasury also issues benefit checks and makes appropriations from the 
fund to cover administrative expenses. 

All other administrative functions are handled by the Bureau of Old- 
Age and Survivors Insurance of the Social Security Administration. Cen¬ 
tralized records are kept in Baltimore and field offices are located through¬ 
out the United States. In addition, research and actuarial divisions are 
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attached to the Social Security Administration in Washington. An appeals 
council, which hears cases involving claimants who are dissatisfied with 
interpretations of eligibility or amount of benefits due, is also attached to 
the Social Security Administration. 

Analysis of the Old Age and Survivors Insurance Program 

The Old Age and Survivors’ Insurance Program attempts to provide 
income security for retired workers and survivors who have lost their 
breadwinner. Little quarrel can be made with the endeavor to protect 
the aged and the survivors by the insurance method. 

Differential benefits based on a work record are a reward for productive 
effort and are consistent with general economic incentives, while the 
knowledge that benefits will be paid—irrespective of whether the indi¬ 
vidual is in need—supports and stimulates his drive to add his personal 
savings to the basic security he has acquired through the insurance 
system. Under such a social insurance system, the individual earns a 
right to a benefit that is related to his contribution to production. This 
earned right is his best guaranty that he will receive the benefits prom¬ 
ised and that they will not be conditioned on his accepting either scrutiny 
of his personal affairs or restrictions from which others are free. 14 

On the other hand, the OASI program, as of January 1, 1949, had 
serious defects as an insurance program. The coverage was inadequate: 
only approximately 60 per cent of the jobs were covered. The eligibility 
requirements were unduly restrictive for older workers: because of these 
restrictions only about 20 per cent of those aged 65 or over were either 
covered or receiving benefits. And the benefits were inadequate: benefits 
for a single person average only approximately $25 per month. 

The need to reexamine social security including the OASI program 
was recognized in Congress for some time prior to 1949. To guide its con¬ 
sideration, the Senate authorized the appointment of an Advisory Council 
on Social Security in 1947. The Council, which was composed of experts 
and persons representative of various interests and areas, 15 recommended 
an extensive expansion of the OASI program based upon the philosophy 
that “ Public-assistance payments from general tax funds to persons who 

14 Old Age and Survivors Insurance , a report to the Senate Committee on Finance 
from the Advisory Council on Social Security (Washington, 1948), p. 1. Hereafter 
cited as Old Age and Survivors Insurance. 

16 The members of the Advisory Council were: Edward R. Stettinius, Jr., rector, 
University of Virginia, Chairman; Sumner H. Slichter, Lamont University Professor, 
Harvard University, Associate Chairman; Frank Bane, executive director, Council of 
State Governments; J. Douglas Brown, dean of the faculty, Princeton University; 
Malcotm Bryan, vice-chairman of board, Trust Co. of Georgia; Nelson H. Cruik- 
shank, director of social-insurance activities, American Federation of Labor; Mary H. 
Donlon, chairman, New York State Workmen’s Compensation Board; Adrien J. Falk, 
president, S & W Fine Foods, Inc.; Marion B. Folsom, treasurer, Eastman Kodak Co.; 
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are found to be in need have serious limitations as a way of maintaining 
family income.” 16 The Advisory Council’s proposals recognized that the 
transfer from assistance to insurance would take some time, but it looked 
forward “to the time when virtually all persons in the United States will 
have retirement or survivorship protection under the old age and sur¬ 
vivors’ insurance program.” 17 


Coverage 

To remedy inadequate coverage, the Advisory Council on Social Se¬ 
curity recommended that the self-employed, farm workers, household 
workers, and employees of non-profit institutions be brought under the 
act. 18 The administrative difficulties in insuring the first three groups 
could be overcome in a number of ways, for which there are clear prece¬ 
dents in methods used in other countries or in voluntary dues paying 
organizations. 19 

The Advisory Council also recommended that federal civilian employ¬ 
ees, railroad employees, members of the armed services, and employees 
of state and local governments also be included within the coverage of 
OASI. In so far as the first two groups are involved, however, their union 
representatives have been unalterably opposed to the inclusion of their 
separate and more liberal systems within the general system. This is true 
although the Advisory Council recommended that the general systems be 
made as liberal as the civil service and railroad systems. It is not likely 
that Congress will follow the Advisory Council recommendation in view 
of this opposition. 

There would be little administrative difficulty in bringing members 
of the armed forces under OASI except in so far as rating board and lodg- 


M. Albert Linton, president, Provident Mutual life Insurance Co.; John Miller, 
assistant director, National Planning Association; William I. Myers, dean, New York 
State College of Agriculture; Emil Rieve, president, Textile Workers' Union, and 
vice-president, Congress of Industrial Organizations; Florence R. Sabin, scientist; 
S. Abbot Smith, president, Thomas Strahan Co.; Delos W r alker, vice-president, 
R. H. Macy & Co.; and Ernest C. Young, dean of the graduate school, Purdue 
University. 

16 Old Age and Survivors Insurance , p. 1. 

17 Old Age and Survivors Insurance , p. 2. 

18 “To make it absolutely clear" that this legislation had no implications for 
religious freedom, the Council recommended that clergymen and members of religious 
orders be exempt from coverage under the program. 

19 The most commonly discussed administrative program involves the use of 
stamp books. Stamps could be sold in convenient denominations, which would then 
be pasted in books. The stamp books, when filled, would be presented to the Social 
Security Administration office for credit, and a new book issued. The Treasury 
Department and the Social Security Administration have developed extensive plans 
to administer insurance for these groups of workers, and the problem is no longer 
considered unmanageable. 
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ing as part of wages is concerned. On the other hand, employees of state 
and local governments could only be included under OASI if the states 
were willing to enter into voluntary agreements with the federal govern¬ 
ment for that purpose. 20 In the case of state and local activities which are 
classified as proprietory functions, for example, state liquor stores, mu¬ 
nicipal subway systems, or other public utilities operated by government, 
there does not seem to be any reason, constitutional or otherwise, why 
OASI coverage could not be made compulsory. 21 

Eligibility 

As the law stood on January 1, 1949, only about 20 per cent of persons 
over 65 were eligible for benefits although the system had been in opera¬ 
tion for 11 years. This was not only because of the limited coverage but 
also because of the unduly restrictive requirements laid down for older 
workers to qualify for benefits. To be fully insured, a worker had to be 
employed in covered employment for approximately half the period since 
the start of the program, or since his attainment of age 21, except that 
he must have worked for at least a year and a half and need not have 
worked for more than 10 years. The Advisory Council on Social Security 
recommended that 

the requirements for fully insured status should be one quarter of cover¬ 
age for each two calendar quarters elapsing after 1948 or after the 
quarter in which the individual attains the age of 21, whichever is later, 
and before the quarter in which he attains the age of 65 (60 for women) 
or dies. Quarters of coverage earned at any time after 1936 should count 
toward meeting this requirement. A minimum of six quarters of coverage 
should be required and a worker should be fully and as now permanently 
insured if he has forty quarters of coverage. In cases of death before 
January 1 , 1949, the requirement should continue to be one quarter of 
coverage for each two calendar quarters elapsing after 1936 or after the 
quarter in which the age of 21 was attained, whichever is later, and 
before the quarter in which the individual attained the age of 65 or died. 22 

This recommendation fits in with the recommendations for enlarged cov¬ 
erage because if the law were amended as to coverage but not as to eli¬ 
gibility, most of the newly covered workers would find that, upon reaching 
the age 65, they would not be eligible for benefits. 

20 This is necessary because of the constitutional bar to federal taxation of state 
activities. 

21 There are two principal dangers to permitting voluntary coverage of a social 
insurance program. The first is that Coverage wfill not he utilized when needed. The 
second is that the good risks will insure privately, the had ones will insure publicly, 
and the cost of social insurance to the taxpayer will thereby be increased. 

21 Old Age and Survivors Insurance , p. 3. 
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Benefits 

An average benefit of $25 per month for a single person cannot be 
called liberal by any standards. The Advisory Council recommended 
that the upper limit of earnings subject to contributions and credited to 
benefits should be raised from $3000 to $4200, and that the maximum 
average monthly wage used in the calculation of benefits should be in¬ 
creased from $250 to $350. A comparison of the old age benefits proposed 
by the Advisory Council with the old age benefit under the law as of 
January 1, 1949, is set forth in Table 27. It will be noted that the Advisory 
Council would increase the benefits for all ranges of monthly wages, and 


Table 27 

Illustrative Old Age Benefits Under Present Formula" and That Proposed** 

by Advisory Council* 

(Note: Potential beneficiary in covered employment continuously from Jan. 1, 1937, 

to date shown) 


Average 

M onthlxj 
Wage 

Basic Amount r 

Entitlement Date 

Jan. 1, 1049 
(12 yr. of coverage) 

Jan, 1, Wo 7 
(20 yr. of coverage) 

Jan. 1, 1977 
(40 yr. of coverage) 

Present 

Law 

Advisory 

Council 

Proposal 

Present 

Law 

Advisory 

Council 

Proposal 

Present 

Law 

Advisory 

Council 

Proposal 

Present 

Law 

Advisory 

Council 

Proposal 

$ 50. 

$20.00 

$25.00 

$22.40 

$25.00 

$24.00 

$25.00 

$28.00 

$25.00 

75. 

22.50 

37.50 

25.20 

37.50 

27.00 

37.50 

31.50 

37.50 

100. 

25.00 

41.25 

28.00 

41.25 

30.00 

41.25 

35.00 

41.25 

125. 

27.50 

45.00 

30.80 

45.00 

33.00 

45.00 

38.50 

45.00 

150. 

30.00 

48.75 

33.60 

48.75 

36.00 

48.75 

42.00 

48.75 

200. 

35.00 

56.25 

39.20 

56.25 

42.00 

56.25 

49.00 

56.25 

250. 

40.00 

63.75 

44.80 

63.75 

48.00 

63.75 

56.00 

63.75 

300. 

40.00* 

71.25 

44.SO* 

71.25 

48.00* 

71.25 

56.00* 

71.25 

350.. 

40.00* 

78.75 

44.80* 

78.75 

48.00* 

78.75 

56.00* 

78.75 


* Source: Old Age and Survivors Insurance, p. 36. 

o 40 per cent of the first $50 of the average monthly wage plus 10 per cent of the next $200, increased 
by 1 per cent of the sum of the foregoing for each year of coverage. 

* 50 per cent of the first $75 of the average monthly wage plus 15 per cent of the next $225. 

* P»der present law. the benefit amount without the increment for years of coverage* under the 
Advisory Council’s proposal, the amount payable. 

4 Maximum average monthly wage used in computing benefits under present law is $250. 


would make them uniform for all years of coverage. The lone exception is 
that the benefits for the $50 wage as of January 1, 1977 would be less 
under the Advisory Council proposal. 
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Similar liberalizations of benefits were recommended by the Advisory 
Council for the various survivors’ benefits. A comparison of survivors’ 
benefits as of January 1, 1949, with those recommended by the Advisory 
Council is set forth in Table 28. 


Table 28 

Maximum Amounts of Benefits Payable Under the Present Law° and Under 
Advisory Council’s Proposal, 6 at Various Levels of Average Monthly 
Wage, to Survivor Families Consisting of a Widow and One or 
More Child Beneficiaries* 


A verage 
M onthly 
W age 

Applicable 

Provisions 

Primary 

Insur¬ 

ance 

Benefit 

M axi - 
mum 
Family 
Benefit 

Benefit Amount Payable to 

Widow 

First 

Child 

Second 

Child 

Third 

Child 

Fourth 

Child 

$ 50. 

Present law 

$22.00 

$ 40.00 

$16.50 

$11.00 

$11.00 

$ 1.50 




Advisory Council 

25.00 

40.00 

18.75 

18.75 

2.50 




75. 

Present law 

24.75 

49.50 

18.56 

12.38 

12.38 

6.18 




Advisory Council 

37.50 

60.00 

28.13 

28.13 

3.74 




100. 

Present law 

27.50 

55.00 

20.63 

13.75 

13.75 

6.87 




Advisory Council 

41.25 

80.00 

30.94 

30.94 

18.12 




125. 

Present law 

30.25 

60.50 

22.69 

15.13 

15.13 

7.55 




Advisory Council 

45.00 

100.00 

33.75 

33.75 

22.50 

10.00 



150. 

Present law 

33.00 

66.00 

24.75 

16.50 

16.50 

8.25 




Advisory Council 

48.75 

120.00 

36.56 

36.56 

24.38 

22.50 



200. 

Present law 

38.50 

77.00 

28.88 

19.25 

19.25 

9.62 




Advisory Council 

56.25 

160.00 

42.19 

42.19 

28.13 

28.13 

$19 

36 

225. 

Present law 

41 .25 

82.50 

30.94 

20.63 

20.63 

10.30 




Advisory Council 

60.00 

180.00 

45.00 

45.00 

30.00 

30.00 

30 

00 

250. 

Present law 

44.00 

85.00 

33.00 

22.00 

22.00 

8.00 




Advisory Council 

63.75 

191.25 

47.81 

47.81 

31.88 

31.88 

31 

87 

300. 

Advisory Council 

71 .25 

213.75 

53.44 

53.44 

35.63 

35.63 

35 

61 

350 ... . 

Advisory Council 

78.75 

236.25 

i 

59.06 

59.06 

39.38 

39.38 

39 

37 


* Source: Old Age and Survivors Insurance , p. 40. 

a It ia assumed that the insured worker had 10 increment years. Maximum family benefit is least 
of: (1) 80 per cent of average monthly wage, (2) twice the primary insurance benefit, or (3) $85. Widow 
receives three-fourths of primary benefit; each child receives one-half of primary benefit. 

b Assumes benefit formula in Advisory Council’s proposals. Maximum family benefit is lesser of: 
(1) 80 per cent of average monthly wage, or (2) three times the primary insurance benefit. Widow and 
first child each receive three-fourths of primary benefit. Each additional child receives one-half of 
primary benefit. 


To finance its proposed benefits, the Advisory Council recommended 
that the contribution rates should be raised for both employees and em¬ 
ployers to 1.5 per cent, and when needed, to 2 per cent. The Advisory 
Council, therefore, did not recommend a system which is fully paid for 
by reserves. The reasoning seems sound, for unlike private insurance, 
social insurance is backed by the taxing power of government and there¬ 
fore does not need reserves sufficient to cover all liabilities. 
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Moreover, the accumulation of governmental reserves can be seriously 
deflationary. In times of threatened inflation, this is an advantage. In 
more normal periods, however, deflationary pressures which reduce 
spending have adverse effects on income and employment unless pay¬ 
ments into the reserve fund are invested in as productive a manner as 
they would be if taxes were lower and the funds were left in private hands. 
There are other reasons why the reserve fund idea is losing force. 

At one time it was thought that a reserve was necessary to safeguard 
the rights of the contributors. An earmarked fund built up by specific 
taxes paid by employers and workers would, it was thought, be unlikely 
to be raided by Congress for other purposes, and would free the system 
from dependence upon annual appropriations from a possibly hostile 
Congress. But the longer the program has been in existence, the larger 
the number of beneficiaries, and the greater the proportion of the popu¬ 
lation who have paid these earmarked taxes, the more is it coming to be 
realized that the ultimate safeguard of the rights of the contributors 
lies in the influence of the electorate and the pressure it can exert upon 
Congress to implement the legal commitments of the Social Security 
Act. The popular appeal of the argument for the reserve as a safeguard 
of the rights of the contributors has also undoubtedly been weakened by 
a growing realization that the funds are, in any case, currently borrowed 
by the federal government which issues in return a promise to pay. Like 
the rest of the National Debt, therefore, the security of the bond holdings 
of the Old-Age and Survivors Insurance Trust Fund rests upon the 
taxing power of the United States Government and the willingness of 
the voters to live up to their financial commitments. 23 

Finally, it should be noted that a government subsidy may be a sub¬ 
stitute rather than an additional cost. For if the subsidy is not granted 
to the insurance program, it will have to be given to an assistance 
program. 

A large proportion of low-paid workers, if excluded from coverage or 
granted grossly inadequate OASI benefits, will apply for Old-Age Assist¬ 
ance which is financed entirely by the general taxpayer. There remains, 
however, some difference of opinion as to the specific proportion of cost 
which should be provided from general taxation compared to contribu¬ 
tions from employers and workers. So long as it is desired to emphasize 
the contributory element or, on the analogy of depreciation, to include 
part of the cost of old age (human depreciation) in production costs, the 
role of the public subsidy must be limited. In any case, so long as differ¬ 
ential benefits are payable, a substantial worker's contribution seems 
inevitable. 24 


23 Eveline M. Bums, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), pp. 113-114. 

24 Eveline M. Bums, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 114. 
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Old Age Assistance 

Old age assistance is available, under certain conditions, for aged per¬ 
sons who are in need. As of June 1948, old age assistance was far more im¬ 
portant in terms of recipients than OASI, 2,367,597 receiving the former, 
as against 1,465,052 persons (including primary beneficiaries, their wives, 
aged widows, and parents) receiving the latter. 25 

State old age assistance laws were in effect in 34 states prior to the 
passage of the Social Security Act of 1935. The old age assistance sections of 
this Act provided for grants-in-aid to states to care for the needy aged. 
The effect of this law was to extend old age assistance to all the states, 
and to liberalize both the conditions under which assistance is given and 
the amount of the benefits. 

The Social Security Act makes grants-in-aid for old age assistance 
contingent on an age requirement no higher than 65 years, a residence 
requirement which does not exclude persons who have resided in the state 
for five of the nine years immediately preceding application, and for one 
year continuously immediately preceding application; and a citizenship 
requirement which does not exclude any citizen of the United States. 
State laws in existence prior to 1935 frequently contained more exacting 
eligibility requirements, particularly as to residence. 

The federal aid for old age assistance was equal, after October 1948, 
to three-fourths of the first $20 per recipient, multiplied by the number 
of recipients in the particular state, plus 50 per cent of the remaining 
costs not in excess of $30 per month. 26 

Federal aid is limited to needy persons, but the states are permitted 
wide latitude in defining need, subject only to the requirement (effective 
July 1, 1941) that any income or resources of the applicant must be taken 
into consideration, and (effective August 1943), to an annual review of 
the recipient’s eligibility for assistance. Such review, however, varies 
from a thorough one in some states to a perfunctory one in others. 

As might be expected the concept of need is subject to widely differ¬ 
ent interpretations. Persons similarly situated in terms of need, but resid¬ 
ing in different states, are denied old age assistance in one state and 
granted it in another. Few of the states have made any attempts to define 
need in terms of minimum budgetory requirements. Moreover, the extent 
to which resources possessed by the applicant and the responsibility of 
relatives are considered in determining eligibility is also subject to con¬ 
siderable variation. 

#s Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 296. 

16 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 297. 
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The federal grants under the Social Security Act are restricted to cash 
payments. In general, this is wise, for it permits the recipients to spend 
their benefits as they wish and thus to retain their sense of respectability. 
One drawback, however, is that cash payments do not include sufficient 
funds for adequate medical care so often needed by the aged. 

In June 1948, the average monthly payment under the old age assist¬ 
ance program was $38.18. By states, the variation was from $15.79 in 
Mississippi to $57.17 in Washington. Even in the most liberal state, an 
aged person would find difficulty making ends meet on his old age assist¬ 
ance alone. 27 

Aid to Dependent Children 

A second assistance program operated under the Social Security Act 
involves aid to dependent children. 28 By 1948, this program was operating 
in 47 states and 3 territories. In addition, Nevada was financing a program 
without federal funds and Florida, Kentucky, and Nebraska were operat¬ 
ing state programs in addition to the federal-state system. 

In June 1948, 1,145,930 children in 449,202 families were receiving 
aid to dependent children. 29 

Like old age assistance, the aid to dependent children program pro¬ 
vides for federal grants to states for assistance based on need. Certain 
basic conditions are established in the Social Security Act which state 
dependent children assistance laws must meet in order to be eligible for 
federal grants. As in the case of old age assistance, the federal grants have 
liberalized programs which in most states were in effect years before 1935. 

' Since October 1948, federal grants-in-aid “have equalled three fourths 
of the first $12 per child multiplied by the number of children aided plus 
one half of the remaining expenditures, not counting any sum in excess 
of $27 for the first child and $18 for each subsequent child in the same 
home.” 30 As in old age assistance, the federal government pays one-half 
of the administrative costs. 

The federal law provides that grants shall be available if states do not 
establish more rigid requirements than the following: 

1. Need. States may adopt their own definition, but must take into 
account “any other income and resources of the child applying.” 

2. Residence. Aid must be available to otherwise qualified children who 
have been state residents for one year prior to the application or who 


11 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), pp. 297-318. 

** The third assistance program, aid to the blind, is considered in Chapter 20. 

M Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), pp. 318-319. 

*° Eveline M. Bums, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 318. 
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were born within the year prior to application to a mother who has 
been a state resident for one year prior to the birth. 

3. Citizenship. States may adopt a citizenship requirement as long as 
all citizens are eligible. 

4. Age and school attendance. Federal Aid is limited to children under 16 
or under 18 if regularly attending school. 

5. Reasons for dependency. Federal funds are limited to those cases in¬ 
volving children who are deprived of parental support or care because 
of the death, continued absence, or incapacity (physical or mental) 
of the parent. 

6. Living arrangements. To receive federal aid, the child must be living 
with a parent or relative. 31 

Some states now give aid on a more liberal basis than the federal 
law establishes, but the majority follow the federal specifications. In re¬ 
gard to need, however, there is the same variation of interpretation as 
was noted in the case of old age assistance. Likewise, there is a tremen¬ 
dous difference in the amount of payment. In June 1948, the average 
monthly payment under the dependent children program was $66.21. 
The average monthly payment varied from $26:29 in Mississippi to 
$109.94 in California. 32 

Since the average monthly payment as of June 1948 under the old age 
assistance program was $38.18 and under the dependent children program, 
$66.21, it would appear at first glance that the United States was treating 
its dependent children better than its indigent aged. This would seem 
logical in view of the fact that children are the citizens of tomorrow. Un¬ 
fortunately, in actual fact, the dependent children program is one of the 
most illiberal because average payment is not for the care of one child, 
but for an average of more than 2.5 children, and in most cases must pro¬ 
vide subsistence for one parent as well. The failure of a society to care 
adequately for its dependent children is shortsighted from both the social 
and economic points of view, if only because of the well-known relation¬ 
ship of inadequate parental care and child neglect, poverty and crime, 
and the fact that crime costs society much more than its prevention. 


81 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), pp. 324-325. 

88 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), pp. 324-325. 
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Unemployment Compensation 


A society which is industrially progressive will always have a certain 
amount of unemployment. Thus most economists estimate that under 
conditions of full employment in the United States, two or three million 
persons will actually be without jobs for one reason or another. In de¬ 
pressed times, unemployment can rise to as high as 15 or 20 million. Un¬ 
employment insurance or compensation in the United States has been de¬ 
signed to aid workers withstand the costs of involuntary unemployment. 
For reasons which will be discussed in the course of this chapter, it will 
be seen that the unemployment compensation system as of January 1, 
1949, was directed primarily toward providing compensation for short¬ 
term involuntary unemployment. Persons unemployed for long periods 
have, therefore, to turn to general assistance. 

The Unemployment Insurance Program 

Although the federal government has important responsibilities, the 
unemployment insurance program is primarily a state program. The So¬ 
cial Security Act of 1935 provided for a 3 per cent tax on the payroll of 
all employers employing 8 or more workers during 20 weeks of 1 year in 
all except a certain excluded list of employments. The Social Security 
Act further provided that employers who were paying taxes in their own 
states for the financing of an unemployment insurance law could offset 
that state tax against the federal tax up to 90 per cent. The inducement 
afforded by this offset provision resulted in the passage of unemployment 
compensation legislation by all the states in a very short time. 

The Social Security Act laid down certain conditions which state un¬ 
employment compensation laws were required to meet if employers of 
that state were to be made eligible for the tax offset. In the first place, all 
funds collected by the state had to be used entirely for the payment of 
unemployment benefits through state public employment offices or a 
similar state agency approved by the Social Security Administration. 
Second, the Social Security Act provided that the taxes must be deposited 
immediately upon receipt in the Unemployment Trust Fund of which the 
Secretary of the Treasury is the administrator. Third, no benefits were 
to be paid until two years after the collection of contributions began. 
Fourth, a state law could not deny benefits to a person otherwise eligible 
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if that person refused to accept new work because the position offered 
was vacant on account of a labor dispute; if the wages and conditions of 
work were substantially less favorable than those of similar jobs in the 
area; or if as a condition of employment the person would be required to 
join a company union or to sign a yellow-dog contract. Finally, states 
must meet certain administrative standards established by the Social 
Security Administration in order to qualify for the tax offset. 

Coverage 

The Advisory Council on Social Security estimated that in the average 
week ended June 30, 1948, an estimated 3.4 million persons were excluded 
from unemployment insurance coverage because they were working for 
small firms. 1 This is true despite the fact that by August, 1948, only 
19 states limited coverage to firms with 8 employees for 20 weeks, which 
is the limitation set forth in the original Social Security Act, and 16 state 

Table 29 

Total Labor Force by Coverage Status as to Unemployment Insurance in 
an Average Week of Year Ended June 30, 1948* 


Status 


Persons in Millions 


Total labor force. 62.0 

Unemployed. 2.1 

Employed, total.59.9 

Self-employed and unpaid family workers.12.8 

Farm operators and unpaid family workers. 6.3 

Urban self-employed and unpaid family workers . 6.5 

Employed by others. 47.1 

Covered by unemployment insurance. 32.9 

State laws. 31.3 

Federal program for railroad workers. 1.6 

Not covered by unemployment insurance. 14.2 

Small firms. 3.4 

Employees of non-profit organizations.9 

Federal employees. 1.7 

Armed forces. 1.3 

Agricultural workers. 1.7 

Domestic workers in private homes. 1.7 

Employees of state and local governments. 3.5 


* Source: Unemployment Insurance, a report to the Senate Committee on Finance from the Advisory 
Council on Social Security (Washington, 1948), p. 8. 

Data on labor force, unemployed, and total employed, from Monthly Report on the Labor Force , 
Bureau of the Census; employment covered by unemployment insurance, estimated by the Bureau of 
Employment Security; employment not covered by unemployment insurance, from Bureau of the 
Census, adjusted by Bureaus of Old-Age and Survivors Insurance and Employment Security. 

1 Unemployment Insurance t a report to the Senate Committee on Finance from tho 
Advisory Council on Social Security (Washington, 1948), p. 17. 
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laws covered employers of 1 or more persons. The laws in 29 jurisdictions 
provided that coverage will be extended to small firms if the federal size 
of firm limitation is removed. 

In addition to small firm exclusions, the federal unemployment tax 
does not cover the following employments: the self-employed; agricul¬ 
tural labor; domestic service; service of an individual for his son, daugh¬ 
ter, or spouse; or of a minor child for his parent; employment in the 
federal, state, or local governments, or in foreign governments; or em¬ 
ployment for non-profit organizations; certain types of casual labor; and 
a few other services. The state laws generally follow the federal exclusions 
with occasional liberalizing features. Railroad employment, which was 
originally under the general program, is now covered by a separate fea¬ 
ture program, and seamen, who were originally excluded from the general 
program, have now been brought under it. 

These coverage details are summarized in Table 29. The net effect of 
the various exclusions means that only slightly more than half of the labor 
force is covered by the state or railroad unemployment compensation 
laws. 

Eligibility 

The mere fact that a worker is engaged in covered employment does 
not automatically make him eligible for benefits. In addition to being 
covered, the worker must be employed a specified number of weeks dur¬ 
ing a base period or a base year before the beginning of the benefit year 
or have earned a certain minimum sum during such period. As of 1948, 
this requirement was defined in different ways in the various states as 
follows: 

(1) Three states require a worker to have had a given number of calendar 
weeks of employment within the base period; in 2 cases a minimum 
sum must also have been earned. 

(2) Thirteen states qualify a worker if in his base year he has earned in 
total a minimum sum (ranging from $100 to $300). 

(3) Four states require total earnings of a minimum amount plus speci¬ 
fied minimum earnings in one or more quarters. 

(4) One state (Utah) qualifies workers w 7 ho have earned 14 per cent of 
the state average annual wage and also the higher of $150 or 50 
per cent of high quarter wages. 

(5) The remaining states, by far the majority, require a worker to have 
earned in his base year a sum equal to a defined multiple (usually 30 
times) his weekly benefit amount (16 states), or combine this pro¬ 
vision with some additional limitation, such as wages in not more 
than one quarter or minimum wages in the high quarter, or with a 
smaller multiple in the case of workers entitled only to the minimum 
weekly benefit (14 states). 2 

2 Eveline M. Bums, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), pp. 130-131. 
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Since eligibility is related to employment within a particular state, 
the worker would lose rights by moving from one state to another if it 
were not for the existence of an Interstate Benefit Plan whereby workers 
who qualify for benefits in one state may draw their benefits in another. 
The home state pays the benefits and the state in which the worker then 
dwells acts as the agent for the transaction. The Interstate Benefit Plan, 
however, does not help a worker who would qualify for benefits only if 
his credits in both states were totaled. As a result, an Interstate Wage 
Combining Arrangement has been subscribed to by 45 states which pro¬ 
vides for the totaling of credits in instances where that is necessary to 
make determinations for eligibility. 3 

Disqualifications 

Since the purpose of unemployment compensation is to provide in¬ 
surance for involuntary unemployment, all states require that recipients 
or unemployment compensation must be ready and able to work. To re¬ 
ceive compensation, all employees must register for work at a state em¬ 
ployment office. In addition, all the states but Montana provide for a 
reduced benefit in case of partial unemployment, and Montana defines 
total unemployment to include employment which pays only $7 per week 
or the equivalent of one eight-hour day. 4 

In addition to eligibility requirements, a worker may be disqualified 
for unemployment insurance if his unemployment is caused by a labor 
dispute; if he was discharged for misconduct connected with the work; if 
he left his job voluntarily without good cause; and if he refused suitable 
employment without good cause. 5 6 

It must be emphasized that these eligibility requirements open the 
door to a considerable amount of administrative discretion. What is good 
cause for quitting a job or refusing another in one state may not be con¬ 
sidered so at all in another. Moreover, the application of the labor dispute 
requirements depends considerably upon the administrators’ sympathy 
toward labor or management. If, for example, a worker is laid off because 
his factory cannot operate without parts from another factory, which in 


3 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), pp. 132-134. 

4 Eveline M. Burns, The American Social Security System (Boston, Houghton 

Mifflin Company, 1949), p. 134. 

6 For a discussion of these issues, see the following articles in the Yale Law Journal , 
vol. 55 (1945): Gladys Harrison: “Forenote: Statutory Purpose and Involuntary 
Unemployment,” pp. 117-122; Louise F. Freeman, “Able to Work and Available 
for Work,” pp. 123-133; Arthur M. Menard, “Refusal of Suitable Work,” pp. 134-136; 
Katharine Kempfer, “Disqualifications for Voluntary Leaving and Misconduct,” 
pp. 147-166; Leonard Lesser, “Labor Disputes and Unemployment Compensation,” 
pp. 167-180; and Earle V. Semrell, “Employer Fault vs. General Welfare as the 
Basis of Unemployment Compensation,” pp. 181-204. 
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turn is closed down by a strike, should the worker laid off in the first 
plant be entitled to unemployment compensation? 

Duration of Benefits 

The framers of the Social Security Act conceived of the unemploy¬ 
ment compensation program as insurance for very short-term unemploy¬ 
ment. There has been a tendency, however, during recent years to expand 
the benefit period from the 16 weeks or less which featured state laws 
enacted immediately after the passage of the Social Security Act of 1935. 
By June 30, 1947, 87 per cent of all covered workers were in states which 
paid benefits for a maximum duration of 20 weeks or more, as compared 
with 12 per cent who were similarly situated under the 1937 laws. 6 Even 
with these liberalizations, however, exhaustion of benefits by the unem¬ 
ployed remains a common development. The unemployment compensa¬ 
tion program, therefore, is still a program for short-period unemployment. 

All states but one require a waiting period before compensation be¬ 
comes payable. Originally, most states provided for a two-week waiting 
period, but today one week is by far the most common. 

Benefits 

All the state laws base the weekly benefit on the past earnings of the 
beneficiary. Most of the original laws provided that the benefit rate 
should equal 50 per cent of his normal full-time wage. However, the ad¬ 
ministrative difficulties involved in securing data and keeping records has 
led 38 states to adopt benefit formula based on quarterly reports and 8 
states to evolve a formula based on annual earnings. Thus, by 1948, only 
2 states based benefits on the weekly wage. 7 

Initially, when states adopted the quarterly benefit formula, they fol¬ 
lowed the idea of a benefit equal to 50 per cent of full-time earnings. As a 
result, benefits were defined as 3^6 of highest quarterly earnings. How¬ 
ever, the use of quarterly earnings makes patterns of employment as 
influential as levels of wages in determining benefits. Thus a worker who 
has worked less than the full 13 weeks in a quarter would receive less in 
benefits when unemployed than the worker who has worked the full 13 
weeks. Consequently, many states revised their laws to provide a frac¬ 
tion larger than of highest quarter earnings. 

Benefits are further removed from a relationship to actual earnings 
by the establishment of minimum and maximum, which the worker can 
receive. As of December 1948, the minima varied from $3 in Mississippi 

6 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 139. 

7 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), pp. 144 ff. 
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and Missouri to $14 in Nevada; and the maxima from $18 in Tennessee 
to $36 in Connecticut, with Massachusetts establishing the maxima essen¬ 
tially in relation to the worker’s average wage. 

Financing Unemployment Insurance 

All but 2 of the states provide for the financing of unemployment in¬ 
surance solely by contributions from employers based upon a percentage 
of the total covered payroll. The standard tax of 2.7 per cent is in use in 
all states except Michigan, where the rate is 3 per cent. However, because 
of the existence of experience or merit rating plans, the average employer 
contribution rate had fallen by 1947 to 1.4 per cent, and in 2 states the 
rate was 0.5 per cent or less. 8 

We have already noted that state taxes for unemployment insurance 
are deposited in the Unemployment Trust Fund, which is administered 
by the Secretary of the Treasury. The costs of administration of unem¬ 
ployment insurance are met by the federal government and are paid for 
out of the 0.3 per cent of the federal employment tax which is taken by 
the federal government. 9 Because the administrative costs over the years 
have averaged considerably less than the receipts from this 0.3 per cent 
tax, Congress in 1944 authorized that the excess over administrative costs 
which this tax yielded should be placed in a special unemployment ac¬ 
count and should be available as advances free of interest to state unem¬ 
ployment funds when and if the reserves of the latter became dangerously 
low. 

Experience Rating 

By the end of 1948, all the states provided for a variation of the em¬ 
ployers’ tax rate, based upon the employment experience of the employer. 
These plans vary in method but their prime purpose is to provide an 
incentive for an employer to stabilize his employment and therefore to 
cut down the amount of unemployment. In actual operation, however, 
they have had somewhat different results. 10 

As a matter of fact, we have already noted in a number of earlier chap¬ 
ters that an employer does not have complete control or even substantial 
control of the size of his labor force over periods of time. To be sure, an 
employer may be able to cut off the peaks and fill up the valleys of demand 
by careful attention to marketing and sales programs. The character of 

8 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), pp. 144 ff. 

9 That is the difference between the 3 per cent federal tax and the 2.7 per cent 
offset. 

10 For discussions of experience rating, see A. R. Arnold, “ Experience Rating/* 
Yale Law Journal, 55:218-241 (1945); and E. P. Schmidt, “Experience Rating and 
Unemployment Compensation/' Yale Law Journal , 55:242-252 (1945). 
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the industries and the demand for the product of that industry is, how¬ 
ever, likely to predetermine whether or not the employer has a stable 
employment situation. The fact that a number of states permit employers 
to make voluntary contributions of an amount sufficient to qualify them 
for a tax reduction must be taken as a frank admission that stabilization 
as an objective of experience rating is being abandoned. 11 

One of the most unfortunate economic results of experience rating is 
that taxes are likely to be reduced at times of prosperity and raised in 
times of depressions. Experience rating makes insufficient provision for 
the fact that most good employment records are made when general 
economic conditions are good and bad ones when general economic con¬ 
ditions are bad. Consequently, the costs of unemployment insurance taxes 
are low when industry is best able to pay them, and high when industry 
is least able to pay them. 

Another effect of experience rating is that it tends to give employers 
an important interest in restricting benefits as much as possible. “The 
prospects of a favorable tax rate are increased in those states which have 
the longest waiting periods, the most rigid eligibility and disqualification 
provisions, the least benefit . . . ” 12 

In sum, therefore, it would appear that whatever advantages accrue 
from experience rating, the disadvantages are of major consequence. 

Administration 

Prime responsibility for the administration of unemployment compen¬ 
sation naturally rests in the hands of the states. The federal government, 
however, is involved in the financing, as already noted. In addition, 
through the Bureau of Employment Security of the Social Security Ad¬ 
ministration, the federal government has certain other duties. Primary 
among these is the obligation to certify that the state laws comply with 
the requirements of the Social Security Act so as to qualify for the tax- 
offset and the payment of administrative costs. In addition, the Bureau of 
Employment Security also provides research and information programs. 

Evaluation of the Employment Compensation Program 

The tremendous variation of employment benefits from state to state 
makes an over-all analysis more difficult than in the case of old age and 
survivors insurance. There are, however, certain basic comments which 
can be made as to the system as a whole, as well as some supplementary 


11 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 162. 

li Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 166. 
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remarks concerning coverage, eligibility, adequacy of benefits, and 
financing. 

Perhaps the basic fault with the American unemployment compensa¬ 
tion system is that there exists no national plan, but rather a series of 
state plans. Unfortunately, labor markets and state boundaries are not 
contiguous. Despite the increasing cooperation between states, the fact 
remains that persons residing in the same labor market (for example, the 
New York City, St. Louis, Philadelphia, or Washington, D. C., areas) 
can be treated with vast difference in case of unemployment, solely be¬ 
cause their place of work is across a state line. Moreover, under the exist¬ 
ing state systems, employers are required to submit different forms, com¬ 
ply with different procedures, and pay different contribution rates in 
accordance with varying state laws. An employer operating on a nation¬ 
wide basis is required to submit quarterly wage reports on individual em¬ 
ployees in some states, annual reports in others, and weekly reports in 
still others. Employees who reside in New Jersey received minimum 
weekly benefits of $9 and maximum weekly benefits of $22 as of December 
31, 1948; those who resided in New York, received minimum and maxi¬ 
mum benefits of $10 and $2G. In Louisiana, the minimum and maximum 
benefits were $5 and $25; in neighboring Mississippi, $3 and $20. The in¬ 
equality of benefits from state to state can prove to be a serious discour¬ 
agement to the mobility of labor; and the varying rates of employer con¬ 
tributions can result in an unhealthy race to reduce costs—and benefits— 
in order to attract business. 

Despite these disadvantages of state unemployment insurance, it is 
firmly entrenched. There is little likelihood that a national system will be 
inaugurated to take its place in the near future. 

Coverage 

The problems of coverage under the unemployment compensation 
program are similar to those under old age and survivors insurance. In 
general, there are the same deficiencies, and various authorities, including 
the Advisory Council on Social Security, have proposed amendments to 
remedy this lack of adequate coverage. 

There are, however, at least three additional problems of coverage 
under unemployment compensation which are not present, at least to the 
same extent, under the OASI program. In the first place, the need to in¬ 
clude civilian employees of the federal government under unemployment 
insurance is more urgent than under the old age program because, al¬ 
though federal employees have a retirement plan, they have no unemploy¬ 
ment benefit program whatsoever. As a result, the federal government is 
at a disadvantage in competing in the labor market, and laid-off federal 
employees must rely entirely on their own resources. 
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The second distinct problem of coverage under unemployment com¬ 
pensation involves the small firm exclusion. This appears particularly un¬ 
justifiable, since there is no compelling reason for its continued existence. 
Small firms have already been covered in some states. Retention of this 
exclusion discriminates against employees of small firms and puts the 
small employer at a disadvantage in competing in the labor market. 

Finally, coverage of agricultural and domestic service employment is 
much more difficult under unemployment compensation than under 
OASI, and may not be administratively feasible. This is true because of 
the large amount of casual work and the rapid rate of turnover in these 
employments. “Because of the almost complete absence of standardiza¬ 
tion of wages and working conditions, its coverage would create serious 
difficulties in the administration of cases involving refusal of suitable 
work, discharge for misconduct connected with the work, and voluntary 
quitting.” 13 For these reasons, the Advisory Council on Social Security 
recommended that initially only agricultural workers employed on the 
fringes of agriculture where employment is essentially industrialized 
should be brought under the unemployment compensation system, and 
that other agricultural and domestic workers be excluded pending further 
experience with the program. 


Eligibility 

“It has been estimated that as many as 20 per cent of the workers with 
some wages in covered employment during 1947 did not earn enough 
during that year to qualify for benefits.” 14 Thus the mere fact that the 
worker is in covered employment does not entitle him to benefits. He 
must earn enough credits by previous employment, the idea being that 
he must demonstrate that he is permanently attached to the labor market. 
“However, because the benefit amount now bears a relatively loose rela¬ 
tionship to normal full-time weekly wages . . . (often) it is impossible 
to say how long a period of employment is today regarded as evidence of 
attachment to the labor market.” 15 

Eligibility is also affected by interpretations of disqualification con¬ 
ditions. The tendency in recent years has been to harden disqualifications, 
but the rules vary tremendously from state to state. Consistency and 
standardization of eligibility requirements and disqualification rules in 
the various jurisdictions are obviously in order. 


1J Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 130. 

14 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 132. 

16 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 132. 
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Duration and Amount of Benefits 

The unemployment compensation system in the United States is es¬ 
sentially an insurance for very short-term unemployment. In 1946, benefit 
durations averaged 18.5 weeks. 16 Although there has been a definite trend 
toward liberalization since that time, available data indicate quite clearly 
that, even in prosperous times, there is a tendency for about one-half of 
all beneficiaries to exhaust their benefits before securing new work. When 
benefits are exhausted, those needing assistance must turn to general 
assistance, since there is no program similar to old age assist ance available 
to the unemployed. It would appear, therefore, that an unemployment 
insurance program should at least insure for a period of one-half year 
(26 weeks) to meet the basic needs of even short-term unemployment. 

The amount of benefits is no more satisfactory than the duration, and 
indeed, is less liberal in many states. Average weekly benefits in 1947 were 
only $17.83. 17 Despite some liberalization since then, the average benefit 
remains substantially below subsistence levels for heads of families. There 
is no doubt that most states could raise benefits considerably without 
endangering the will to work, that is without approximating potential 
earning power to such an extent that recipients would prefer benefits to 
wages, especially in view of the tendency to harden disqualification re¬ 
quirements and procedures. 

Financing 

A significant difference between old age and survivors insurance and 
unemployment compensation in the United States is that the worker con¬ 
tributes to the financing of the former, whereas with the exception of two 
states, the employer pays the entire costs of the latter. The absence -of 
worker contributions has, on the one hand, tended to direct employer 
efforts toward reducing costs through experience rating and toward keep¬ 
ing benefits down, whereas on the other hand, it has tended to direct 
employee thinking toward raising benefits without too much regard for 
costs. 

A strong case for instituting employee contributions was made by the 
Advisory Council on Social Security. The Council noted that “some of the 
employer's tax is shifted to the workers as employees and as consumers 
anyway," and therefore, “it would be far better to tax workers directly 
and to achieve the advantages to be derived from the recognition of their 
part in paying the costs of the benefits." From the viewpoint of the com- 


18 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 140. 

17 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 151. 
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munity as a whole, a direct employee contribution would “make em¬ 
ployees more responsible in their demands for higher benefits than if the 
costs fall on them only indirectly.” Moreover, “if employees pay a part 
of the cost they will have a stronger voice in determining the amount of 
the benefits and the conditions of eligibility.” 18 It would seem, therefore, 
that more adequate benefits demand not only an end to a further weaken¬ 
ing of the unemployment tax structure by experience rating, but also the 
commencement of direct employee contributions. 

18 Unemployment Insurance , a report to the Senate Committee on Finance from 
the Advisory Council on Social Security (Washington, 1948), p. 28. 





Workmen’s Compensation, Disability, 
and Sickness Legislation 


Workmen's compensation is designed to assure prompt payment of 
benefits to injured employees or to the dependents of those killed in indus¬ 
try, regardless of who was at fault in the accident. Disability compensa¬ 
tion is designed to provide an income to workers who are incapacitated 
because of sickness, regardless of the source of the illness. Health insur¬ 
ance is designed to protect the entire population, whether worker or not, 
against illness by providing for prepaid medical care. This chapter surveys 
these three types of insurances, and also discusses special assistance plans 
for the disabled. 

The Development of Workmen’s Compensation 

Workmen's compensation was the first type of social insurance to be 
developed extensively in the United States by legislation. Before work¬ 
men's compensation laws were passed, an injured employee had little 
recourse. To be sure, under the common law, the employer was required 
to provide a reasonably safe place for his employees to work. If, however, 
an employee was injured and the employer did not voluntarily pay 
some compensation, then the employee had to take the case to court for 
redress. 

Besides the fact that employees rarely had the funds or sufficient legal 
assistance to pursue a case of this character in court, the employer had 
certain defenses which made it difficult for the employee to collect dam¬ 
ages. In the first place, an employer might plead contributory negligence; 
that is, the victim was also at fault to some degree. Or the employer might 
attempt to prove that the real fault was lodged with a fellow worker. This 
was known as the doctrine of “common employment or fellow service." 
If these defenses were not available, the employer might plead a third 
one, the doctrine of “assumption of ordinary trade risk." Under this doc¬ 
trine the employee was assumed to have knowledge that he was engaged 
in a dangerous occupation and if he still chose to work in that occupation, 
he had to assume some of the risks of being injured. And finally, in some 
states, even if the employer were negligent in providing for the safety 
of his employees, but the employee knew of this negligence, then the 

579 
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employee assumed the risk of the negligence and could not collect 
damages if he were injured. 1 

In the latter part of the nineteenth and the early twentieth centuries, 
the federal government and several states passed legislation designed to 
modify some of these common law doctrines. It was not, however, until 
the lawmakers ruled out the question of blame in industrial accidents and 
concentrated upon providing for benefits to those injured that progress 
was really made in caring for injuries on the job. That does not mean, of 
course, that legislators should not concern themselves with safety regula¬ 
tions and other protective measures. What it does mean is that despite 
precautionary measures, accidents will occur. Then the problem is to 
provide restitution rather than to fix blame. 

The Nature of Workmen's Compensation Laws 

The first workmen's compensation law was passed in New York in 
1910. With the passage of a law in Mississippi which became effective 
January 1, 1949, workmen's compensation legislation has now been en¬ 
acted by all of the states as well as by Alaska, Hawaii, and Puerto Rico. 
Federal laws cover civilian government employees, longshoremen and 
harbor workers, and private employees in the District of Columbia. 

The number of employees actually covered by workmen's compensa¬ 
tion legislation is, however, less than this summary would appear to indi¬ 
cate. In the first place, some states fail to provide coverage for certain 
types of accidents or diseases; and agricultural, domestic, and certain 
other workers are usually excluded from coverage of these laws. Then in 
26 of the jurisdictions, workmen's compensation acts are elective rather 
than compulsory. In such states, employers may refuse to operate under 
the compensation act if they prefer to risk suit for damages by injured 
workers. Under 20 of the elective laws, acceptance of the act by employers 
is presumed unless specific notice of rejection is filed. In 6 states, however, 
the employers must elect the law in writing, take out insurance, or show 
notice of acceptance. In some cases, the laws are partially compulsory 
and partially elective. When employers elect not to come under a compen¬ 
sation act, employees may not be able to obtain compensation unless they 
sue for damages. 2 

Besides agricultural and domestic workers, compensation laws usually 
exclude casual employment and employees in charitable and non-profit 
institutions, and occupations which are declared to be non-hazardous. In 
addition, railway and maritime employees come under the Federal Em- 

1 H. A. Millis, and R. E. Montgomery, Labor's Risks and Social Insurance (New 
York, McGraw-Hill Book Co., 1938), vol. 2, pp. 190-191. 

2 These and ensuing data are as of October 1 , 1948. See Bureau of Labor Standards, 
State Workmen's Compensation Laws (Washington, U. S. Department of Labor, 1948). 
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ployers’ Liability Act rather than under workmen’s compensation. This 
has been done at the request of these two employee groups who find that 
they are able to collect more compensation by court suits than by compen¬ 
sation laws because of the fact the juries are generally sympathetic to 
them and unsympathetic to railroad and shipping concerns. Finally, in 
30 states, Alaska, and Puerto Rico, employers who have less than a speci¬ 
fied number of employees, varying from 2 to 15, are excluded from com¬ 
pulsory coverage of compensation legislation. 

Compensation laws are limited, not only as to persons and employers 
included, but also as to injuries covered. For example, some states exclude 
coverage if the injury is due to the employee’s intoxication, willful mis¬ 
conduct, and gross negligence. In addition, only 39 states, Alaska, the 
District of Columbia, Hawaii, and Puerto Rico, and the federal legisla¬ 
tion compensate employees for occupational diseases. 

Nature of Benefits 

Most of the acts provide compensation based upon a percentage of the 
worker’s wage up to a specified maximum. A few states have, however, 
provided lump sums for specific types of disability, and other states vary 
the payments with the worker’s marital status and number of depend¬ 
ents. The periods during which the compensation is paid vary tremen¬ 
dously, and the maximum weekly payments range from $15 to $40. The 
higher the worker’s wage, the less does compensation approximate his 
earnings. 

Death benefits also vary considerably. In 7 states, the District of 
Columbia and under the federal acts, payments are made to the widow 
for life or until remarriage, and to children until they reach a specified 
age. In 33 states, death benefits are limited to payments for periods rang¬ 
ing from 260 to 600 weeks, but some of these states continue to pay to 
children until they reach a specified age. Massachusetts pays the widow 
during periods when she is not in fact self-supporting. Oklahoma pays no 
death benefits and Mississippi pays an immediate sum of $100 to the 
widow in addition to death benefits. Seven states, Alaska, Puerto Rico, 
and the District of Columbia limit the maximum amount but not the 
number of weeks during which compensation is payable. Death benefits 
are usually based upon a percentage of the average weekly wage of the 
deceased workman, but Alaska pays a lump sum and 4 states pay a flat 
pension. In some states, compensation varies with conjugal status and 
number of children. 

Eighteen states, the District of Columbia, and the federal acts make 
total permanent disability payments for life. In the other states, the pay¬ 
ments are limited from 260 to 1000 weeks, and from $5200 to $12,000. 
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Payments vary in some states also depending upon the number of 
dependents. 

Most compensation laws provide payments for permanent partial 
disability. Two categories of such injuries are generally recognized, sched¬ 
uled and non-scheduled. The former includes specific injuries such as the 
loss of use of an arm or leg; the latter includes more general injuries, such 
as an injury to the head or back. Most states provide specific payments 
for scheduled injuries. In 33 states, 3 territories, and the District of 
Columbia, the compensation for permanent disability is in addition to 
ordinary compensation. In the other 15 jurisdictions, payments for sched¬ 
uled injuries are exclusive. The period of compensation in specified injuries 
varies tremendously. For example, for the loss of an arm at the shoulder, 
several states pay compensation for only 200 weeks, whereas Wisconsin 
pays compensation for 500 weeks. Payments for non-scheduled injuries 
are generally related to the loss of earning power, and in many cases, 
exceed payments for scheduled injuries. In 10 states and Alaska, persons 
who are compensated for temporary total disability receive additional 
benefits for dependent children. 

In all the compensation acts, medical aid is required to be furnished 
to the injured employees. In addition, 44 acts require the employer to 
furnish artificial limbs and other necessary appliances. 

Before any payments are made, nearly all states require a waiting 
period of one week after the injury. Medical benefits begin immediately, 
however, and compensation may be retroactive to the date of injury. 

Administration 

To make certain that benefit payments will be paid when due, the 
states require that the covered employer shall obtain insurance or shall 
give proof of his qualifications to carry his own risk, which is known as 
self-insurance. In most of the states the employer is permitted to insure 
with private insurance companies. State insurance systems exist in 18 
states and Puerto Rico. In 7 of these states and in Puerto Rico the system 
is called “ exclusive’’ because employers are required to insure their risks 
in the state fund. Competitive state funds exist in 11 states, where em¬ 
ployers may choose whether they will insure their risks in the state fund, 
or with private insurance companies, or qualify as “self-insurers” with 
the privilege of carrying their own risks. 

In most states, a specific agency has been established to administer 
the act. In 5 states, however, court procedure remains and in New Hamp¬ 
shire there is a combination of agencies in court administration. In states 
where the law is administered by commission or board, the state agency 
usually has exclusive jurisdiction over the determination of facts with 
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appeals to the courts limited to questions of law. In a few states, how¬ 
ever, the courts can consider the issues anew. 

Second Injury and Special Provisions 

A second injury to an employee who has already sustained an injury 
involving the loss of a limb, for example, may cause that employee to be 
totally disabled, and thus be eligible for total disability. All compensation 
laws, except those of Louisiana and the Federal Civil Employee Act, con¬ 
tain provisions regarding payment of compensation in such cases. Some 
of these provisions limit the amount of claim to the last injury sustained, 
regardless of the actual disability resulting from the combined injuries. 
Under the more advanced laws, however, which exist in 40 states, 3 
territories, the District of Columbia, and the Federal Longshoremen’s 
Act, payment is made for the actual disability resulting from the com¬ 
bined injuries. If the payments for the combined injuries were charged 
to the employer, handicapped workers would have increasing difficulties 
in securing employment. Hence, these jurisdictions have established “sec¬ 
ond injury funds.” Where states have second injury funds, the employer 
is liable only for the compensation resulting from the second injury. The 
employee, however, receives payments based on the disability resulting 
from combined injuries. The difference is paid out of the state or terri¬ 
tory’s second injury fund, which is financed either by special appropria¬ 
tions or by assessments or taxes on employers or insurance carriers. 

Because workmen’s compensation is almost wholly a state matter, 
jurisdictional problems arise when an employee employed by a company 
located in one state is injured in another. In some cases, he is covered by 
the state where he is hired, in some where he is injured and in many cases 
the jurisdiction is in doubt. 

All the compensation laws cover legally employed minors. Seventeen 
of the acts provide additional compensation in the case of injury to minors 
who are illegally employed. In 25 states, Alaska, the District of Columbia, 
Hawaii, and under the Longshoremen’s and Harbor Workers’ Act, com¬ 
pensation is paid to minors illegally employed on the same basis as if 
they were legally employed. Seven states fail to cover minors illegally 
employed. 

Of the 17 laws which provide extra compensation in the case of injury 
to illegally employed minors, 13 require the payment of double compensa¬ 
tion in such cases, while one other law, that of Wisconsin, requires double 
or treble compensation depending upon the type of violation. Compensa¬ 
tion in Wisconsin is doubled in case of minors injured while employed in 
violation of the work-permit provisions of the child-labor law, and tripled 
in case of minors employed in violation of the minimum-age provisions 
or in an occupation for which the Industrial Commission has ordered that 
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no permit shall be issued. In Illinois and Missouri compensation is in¬ 
creased 50 per cent and in Pennsylvania 10 per cent. 

Financing 

In 1947, estimated expenditures of workmen’s compensation were 460 
million dollars, including 330 millions paid in compensation and 130 mil¬ 
lion in medical benefits. 3 Unlike the other social insurances, the funds 
for workmen’s compensation are not provided from specific taxes levied 
upon either worker or employer or both. “ There is no central public fund 
from which compensation is payable to eligible workers. Instead, the 
worker’s compensation claim is against his employer. To insure pay¬ 
ment, employers are required to obtain insurance or give proof of abil¬ 
ity to carry their own risk (self-insurance). Workers typically make no 
contribution.” 4 

Workmen’s Compensation—Some Final Considerations 

A careful scholar of the social insurances has pointed out that work¬ 
men’s compensation “ bears the scars of the fact that it was a pioneer 
social insurance program. . . . Restricted coverage, limitation of risks 
recognized . . . dollar limitations to amounts payable, the presence of 
private insurance techniques and self-insurance—all stem from the early 
and understandable desire to proceed with caution and to hedge the 
program with various safeguards designed to secure public acceptance 
and to allay misgivings on the part of the employers.” 5 

Undoubtedly, workmen’s compensation is inadequate in the three es¬ 
sentials of coverage, benefits, and administration. The large number of 
excluded categories, the failure to make provision for all occupational 
diseases and the number of laws which are elective reduce the coverage of 
this legislation. 

The complicated benefit system is very inadequate. In 1940, no juris¬ 
diction provided benefits that averaged 50 per cent of wages lost for all 
classes of injuries. Since then, increases in benefits have not kept pace 
with the increased cost of living. 6 

Administration of workmen’s compensation is perhaps the weakest 


3 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 204. 

4 Eveline M. Burns, The American Social Security System (Boston, Houghton 

Mifflin Company, 1949), p. 203. 

6 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 186. 

• See A. H. Reede, Adequacy of Workmen’s Compensation (Cambridge, Harvard 
University Press, 1948), for a comprehensive survey of this and other phases of work¬ 
men's compensation. 
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phase of this type of social insurance. “In particular, the permission to 
‘self-insure’ and even to insure through private companies has, especially 
in periods of depression such as the 1930’s, not infrequently denied com¬ 
pensation to injured workers because some insurance companies and pri¬ 
vate firms carrying their own risks have become insolvent.” 7 This method 
of financing also tends to reduce coverage because insurance companies 
have a financial interest in reducing benefits. Moreover, since the indi¬ 
vidual has to secure his own benefits, he of necessity becomes involved in 
litigation and lawyers’ fees, which are substantial, although usually regu¬ 
lated, and often loses benefits because of ignorance of his rights. Finally, 
jurisdictional disputes between states result in needless complications and 
delay of benefit payments on many occasions. 

Disability Insurance 

Disability insurance because of temporary illness not arising out of a 
worker’s employment is a relatively new development in the United 
States. By mid-1949, only Rhode Island, California, New York, New 
Jersey, and Washington had adopted such laws, in addition to provisions 
in the federal railway social security system. Interest in this type of legis¬ 
lation is increasing, however, especially as a result of the 1946 amend¬ 
ment to the Social Security Act “whereby states were permitted to with¬ 
draw employee contributions deposited in state accounts in the Unem¬ 
ployment Trust Fund to pay temporary disability benefits, a permission 
which affected nine states.” 8 

In addition to the states which have adopted disability legislation, five 
states provide for the continued payment of unemployment insurance 
during periods of sickness. 9 

The disability insurance laws are of two distinct types. One type, as 
represented by the Rhode Island program, is similar to unemployment 
insurance 

in that there is a single system operated by the state, which collects all 
contributions and pays all benefits. The rights of covered workers are 
therefore, identical irrespective of their employers. In California, how¬ 
ever, features characteristic of workmen’s compensation have been 
adopted. Employers are permitted, subject to certain conditions, to set 
up their own schemes and to finance them through private insurance 
or to self-insure. Both eligibility conditions and benefits, therefore, 

7 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p, 205. 

8 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 210. 

8 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 210. These states are Maryland, Montana, and Nevada 
since 1945; and Idaho and Tennessee since 1947. 



586 MINIMUM LABOR STANDARDS AND SOCIAL SECURITY 


depend upon whether a worker is employed by a firm which has exer¬ 
cised this option or whether he is directly covered by the state system. 10 

The New Jersey and Washington laws are similar to that of California. 
The New York law is actually an extension of some of the least desirable 
features of workmen’s compensation, as it provides for exclusive private 
insurance and administration by the State Workmen’s Compensation 
Board. The railway system is similar to the Rhode Island plan in that it 
is integrated into the Railroad Unemployment Insurance Act. 

The disability laws generally follow the unemployment insurance sys¬ 
tem in regard to eligibility requirements and waiting periods. Temporary- 
disability is defined in general to mean physical or mental illness incapaci¬ 
tating a person so that he cannot perform his work. The average weekly 
payment in Rhode Island up to late 1947 was $16.73; California has a 
minimum benefit of $10 and a maximum of $25. The disability insurance 
laws base payments on percentages of income. Most laws limit disability 
payments to those who do not receive workmen’s compensation, but 
Rhode Island permits receipt of both up to a maximum of 90 per cent of a 
worker’s weekly wage. 

Except in New York where administration is in the hands of the Work¬ 
men’s Compensation Board, disability insurance is administered by the 
appropriate unemployment compensation agency. The latter arrangement 
is advantageous because it facilitates use of unemployment insurance 
records. Where private insurance is permitted, however, some of the 
advantages of this centralization is lost. 

The costs of disability insurance are met in various ways. In Rhode 
Island and California, taxes on employee payrolls of 1 per cent, formerly 
used for unemployment compensation, pay for the plans. Under the rail¬ 
road plan payments are made out of the railroad unemployment insur¬ 
ance fund financed by employer taxes with no additional contributions for 
temporary disability insurance. New Jersey provides for employee con¬ 
tributions of 0.75 per cent of the 1 per cent tax of payroll formerly paid 
for unemployment compensation where covered by state plan. Where 
covered by private plan, workers have the unemployment tax reduced 
from 1 to 0.25 per cent, and employers contribute a payroll tax of 0.25 
per cent, modified after July 1, 1951 by experience ratings. The New York 
law, which went into effect on January 1, 1950, provides for employers 
and employees to split contributions of of 1 per cent of payroll with a 
maximum contribution of 12 cents per week per employee up to July 1, 
1950. Thereafter, employees contribute 0.5 per cent of wages up to 30 
cents per week; employers pay any remaining costs. Washington taxes 

10 Eveline M. Bums, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), p. 210. 
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employees 1 per cent on the first $3000 of annual wages to cover costs, but 
permits private plans and private financing if specified conditions are met. 

The fact that the worker makes a direct contribution to the financing 
of disability insurance is yet another reason why it is questionable public 
policy to permit the employer to choose the method of insurance coverage 
rather than to have an exclusive state fund. Moreover, under the “ com¬ 
petitive’' arrangements of New Jersey, private insurance secures the 
preferable business, and the state is forced to cover plants with high dis¬ 
ability risks—for example, plants in which the female labor force is dis¬ 
proportionately high, since women employees generally lose more work 
because of sickness than do men. California attempts to protect the state 
fund by providing that the operation of private plans may not result in 
an adverse selection for the state fund, and uses its “female component ” 
as one of the tests. In general, the introduction of a third party (the profit¬ 
making insurance company) into the administration of disability insur¬ 
ance thus has all the disadvantages, plus some additional ones, that this 
arrangement has under workmen’s compensation. 11 

Disability Assistance 

Besides the disability insurance programs, there are two assistance 
programs for the disabled in the United States. One, disability assistance 
for the totally and permanently disabled, exists only in Wisconsin. The 
other, aid to the blind, is the third assistance program which is included 
in the Social Security Act of 1935, the others being old age assistance and 
aid to dependent children, which were described in Chapter 24. 

Wisconsin’s Disability Assistance 

Disability assistance has been in operation in Wisconsin only since 
1945. It is available to persons who are found by medical decision to be 
totally and permanently disabled and to require constant care. To qualify, 
a person must be a resident of the state continuously for one year prior 
to application, an American citizen between 17 and 64 years of age, with¬ 
out relatives able to bear the cost of care, and in residence outside of a 
public institution. Ownership of a home of reasonable value and $1000 in 
liquid assets does not disqualify an applicant. 12 

The maximum grant under Wisconsin’s disability law is $80 per 
month, and the average grant as of February 1948 was $57.83. Approxi¬ 
mately 500 persons were then receiving benefits under the program, which 


11 Eveline M. Burns, The American Social Securiiy System (Boston, Houghton 
Mifflin Company, 1949), pp. 220-223. 

12 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), pp. 295-296. 
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is financed on a joint state-county basis. The counties administer the 
program under general state guidance. 13 

Aid to the Blind 

Aid to the blind under the Social Security Act of 1935 follows closely 
the other two assistance programs of this act, especially old age assist¬ 
ance. The program operates on a grant to the states basis, with the states 
required to meet certain specifications to be eligible for the grants. In 
1948, all jurisdictions except Alaska were operating aid to the blind pro¬ 
grams, although 3 states ran their own programs without federal assist¬ 
ance, and 2 states had additional plans running concurrent to the federal 
one. 

Since October 1948, federal aid to the blind has been on the basis of 
grants equal to three-fourths of the first $20 per recipient multiplied by 
the number of blind persons assisted, plus one-half of the remaining ex¬ 
penditure, not exceeding $50 per person. In addition, the federal govern¬ 
ment pays one-half of the administrative costs. 

To be eligible, states must not impose residence restrictions which ex¬ 
clude persons who have resided in the state for 5 of the 9 years immedi¬ 
ately preceding the application; states must not exclude any otherwise 
eligible American citizens; they must take income and resources into 
account in considering need; and they must not give federal payments to 
persons living in public institutions. Most states follow these rules, with 
some liberal variations, but some states also impose other requirements, 
such as prohibitions on panhandling and requirements that no blind 
person can receive aid if he refuses medical attention which might im¬ 
prove his condition. As in the other aid programs, the definition of need 
is a state matter. 14 

In June 1948, 79,153 persons were receiving aid to the blind, and 
62,085 of these were included in plans receiving federal aid. The average 
monthly payment under the federal participating plans was $41.18, the 
variation was from $20.26 in South Carolina to $72.56 in California. 16 

Health Insurance 

Workmen’s compensation and disability insurance, except in SO far 
as the former pays medical costs, are insurances directed primarily against 
loss of income. Health insurance goes further. It attempts to provide pre- 

13 Eveline M. Bums, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), pp. 295-296; and J. W. Mannering, “ Wisconsin's Aid for 
Physically Disabled,” Public Welfare (July 1948), pp. 151 ff. 

14 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), pp. 295-296. 

16 Eveline M. Burns, The American Social Security System (Boston, Houghton 
Mifflin Company, 1949), pp. 334-335. 
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paid medical care to the population regardless of the effect of illness upon 
income, and regardless of whether the person in need of medical care is 
the family breadwinner. The most comprehensive health insurance pro¬ 
grams in 1949 were operating in Great Britain and New Zealand. Neither 
the federal government nor any of the states had by then adopted a health 
insurance program. 

Despite the absence of health insurance in the American scene, the 
need for prepaid medical care has long been recognized. A majority of 
American families cannot afford a serious illness. Medical outlays have 
been estimated at approximately 4 per cent of the national income. 16 
Moreover, “An unlucky sixth of our people, . . . pays in one year half 
the total sickness bills paid by everybody in that year. No one can tell 
in advance whether his family, during the next year, will be in the lucky 
half, the moderately lucky third, or the unlucky sixth.” 17 

Sickness is also likely to fall heavily upon the lowest income groups, 
because they are most exposed to illness by reason of poor housing, poor 
dietary habits, and ignorance of proper preventive measures. Even a 
family with an income of $5000 per year (which is approximately twice 
the median family spending unit income for the high income year of 
1946 ls ) is dealt a staggering financial blow by an illness which requires 
extensive surgical or specialist treatment, hospitalization, and nursing or 
convalescent care. Such an illness can wipe out the life savings of the 
$5000-income family, or throw it deep into debt. No wonder that sickness 
is a primary cause for applications for charity among lower income groups. 

Another result of the high costs of medical care is that thousands of 
persons do without needed medical assistance, harming not only them¬ 
selves but society as well. For persons in need of medical care are often 
either disease carriers or less efficient employees. They are more likely to 
become unemployable and a burden to society. The old adage that an 
ounce of prevention is worth a pound of cure is applicable. Easy access 
to medical diagnosis should therefore not be dependent upon income. 19 

The Truman Health Bill 

As a result of the growing demand for federal health insurance, a num¬ 
ber of bills have been introduced into Congress in the last few years. One 

16 H. A Millis and R. E. Montgomery, Labor's Risks and Social Insurance (New 
York, McGraw-Hill Book Company, 1938), vol. 2, p. 237. 

17 Michael Davis, Health Security and the American Public (1936), p. 3. 

18 See Chapter 3, Table 10. 

19 For a comprehensive statement indicating the need of America for far more 
medical care, see Oscar R. Ewing, The Nation's Health: A Ten Year Program; Report 
to the President (Washington, Federal Security Agency, 1948). For a contradictory 
view, see G. S. Backman and L. S. Meriam, The Issue of Compulsory Health Insurance 
(Washington, Brookings Institution, 1948). 
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of the most comprehensive was introduced in the House and Senate on 
April 25, 1949. This bill, which has the backing of the Truman Adminis¬ 
tration, attempts to establish the principle that medical services should 
be paid for in proportion to income and that medical benefits should be 
received as a right, and not as charity. The bill specifically guarantees 
the patient freedom in choosing his own doctor and the doctor freedom 
in refusing or accepting his own patients. Administration of the law would 
be decentralized. Besides attempting to assure enough medical services 
to meet the country’s needs and to provide a means of making them avail¬ 
able to everyone, the bill provides for a broad expansion of hospital and 
medical facilities and for aid to farmers’ health cooperatives. 

The first half of the bill is devoted to measures for the expansion for 
medical facilities through grants in aid to the states. It authorizes fed¬ 
eral assistance for hospital construction, medical education, local public 
health services, and maternal and child health activities. In addition it 
provides grants, loans, and other incentives to promote the better dis¬ 
tribution of medical facilities. This section of the bill is essentially non- 
controversial and some of its provisions are already on the statute 
books in a more limited form. 

Much more controversial is the second part of the bill which would 
attempt to make all medical facilities available to approximately 85 per 
cent of the population through a national system of contributory health 
insurance. A national fund known as the “ Personal Health Services 
Account” would be established and administered by a National Health 
Insurance Board. Both workers and their employers would contribute 

per cent of payroll to the fund, out of which all doctor and hospital 
bills of workers and their dependents would be paid. In addition, to the 
employer and employee contributions, the federal government would add 
up to one-half of 1 per cent of payroll up to 1954 and up to 1 per cent 
through 1957. The sponsors of the bill estimate that the total income of 
the health services account would approximate $6,000,000 a year or 
slightly more than they estimate the nation now spends for medical care. 

Payments for doctors and hospitals would be administered by local 
committees composed of both doctors and laymen in accordance with 
state plans. These state plans would be required to be approved by the 
Health Insurance Board on the basis of the general requirements laid 
down in the bill. If the state did not establish a satisfactory plan, the 
federal government would administer the law in that state. 

Doctors would either be paid on the basis of service or be granted a 
salary or a combination of both, with the particular method and the 
schedule of fees to be determined largely by the doctors themselves. Like¬ 
wise specialists would be paid either according to one of these methods 
or on a case basis with their professional attainments taken into considera- 



workmen's compensation, disability legislation 591 


tion. The bill specifies that the amounts to be paid under the various 
methods, as determined by the doctors and their local agencies, “ shall be 
adequate to provide professional and financial incentives to practitioners 
to advance in their professions and to practice in localities where their 
services are most needed, to encourage high standards in the quality of 
services furnished, to give assistance in their use of opportunities for post¬ 
graduate study, and to allow for adequate vacation." 

Nation-wide aspects of the health insurance program would be admin¬ 
istered by the Health Insurance Board in consultation with a “ National 
Advisory Medical Policy Council." Three members of the 5-man Board, 
at least 1 of whom would be a Doctor of Medicine, would be appointed 
by the President. The other 2 would be the Surgeon General of the Public 
Health Service and the Commissioner for Social Security. The Board 
would function under the “direction and supervision" of the Federal 
Security Administrator. The Advisory Council would consist of the chair¬ 
man of the Board and 16 members appointed by the Federal Security 
Administrator. At least half of the 16 appointed members would be li out¬ 
standing professional men," and the other half representatives of the 
beneficiaries. 

The principle opposition to the Truman health insurance program 
comes from the American Medical Association. The AMA feels that the 
Truman program will be disadvantageous to the medical profession and 
argues that voluntary prepayment plans would be a more practical solu¬ 
tion for the need for prepayment of medical care. The stand of the AMA 
in favor of the voluntary prepayment plans represents a change in its 
policy which, prior to 1939, opposed voluntary as well as governmental 
plans. Successful prosecution of the AMA and its Washington, D. C., 
local association, under the Sherman Antitrust Act, for refusing to treat 
patients under a voluntary prepayment plan, was principally responsible 
for the AMA’s new position on voluntary plans. 20 

Within the last decade there has been a rapid development of volun¬ 
tary health insurance in the United States. As of January 1,1947 approxi¬ 
mately 39,700,000 people—more than one out of every four persons in 
the population—were enrolled in organizations providing hospital service 
on a prepayment basis or had insurance protection against the cost of 
this service. Of these about 16,100,000 were also covered for physicians 1 
services in surgical and obstetrical cases and of the latter number about 
5,000,000 were also covered for physicians’ services for medical cases in 
the hospital. About 3,700,000 persons were covered for office and home 

10 The AMA or its local affiliates have been indicted in a number of localities for 
interfering with medical care on voluntary programs other than those sponsored by 
AMA itself. This raises the question of how much the AMA really favors voluntary 
prepaid health insurance. 
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services, most, though not all of whom, were covered for the other 
services. 21 

The leading type of existing prepayment plans is the Blue Cross Hos¬ 
pital service. 

The distinguishing features of these plans are that they are non-profit, 
that the subscriber has free choice among the hospitals of the area, that 
they are sponsored or endorsed by the hospitals of the area, that they 
operate through contracts with the member hospitals which in return 
for specified payments agree to provide specified services to subscribers, 
and finally that the plans meet the standards of and are approved by 
the American Hospital Association. The Blue Cross plan movement, 
from its beginning in 1932, has grown with great rapidity. On January 1, 
1947, there were 24,250,000 persons enrolled in the 81 plans in the 
United States. 22 


Other prepayment plans include hospital service plans sponsored by 
the medical societies, which, as of January 1, 1947, had 3,832,000 enrolled 
members; hospital, surgical, and medical insurance sold by commercial 
insurance companies which, as of January 1, 1947, had 9,300,000 mem¬ 
bers; and various other industrial services, union, and private group plans 
which included approximately 3,000,000 besides the 4,000,000 covered by 
union welfare plans. 23 

These private plans, however, fail in three ways to meet some of the 
basic medical costs of the population. In the first place, their coverage 
is not sufficiently inclusive. Usually, it is limited to hospitalization and 
surgical care, leaving the patient the expensive items of dentistry, nursing, 
convalescent, and ordinary physician care. In the second place, since 
these programs are not compulsory, they do not cover the poorest sector 
of the population who do not feel that they can afford them, or the more 
optimistic groups who fail to forsee possible disaster from illness. The 
failure to include the poorest sector of population is the most important 
defect of voluntary programs. Finally, many of these plans depend upon 
a person's residence, place of work, or union membership. If an indi¬ 
vidual's status in any of these situations changes, he stands to lose his 
protection. 

It is likely, therefore, that the promotion of federal health insurance 
will continue despite the opposition of the medical profession. In the 


21 Louis Reed, Blue Cross and Medical Service Plans (Washington, Federal Security 
Agency, 1947), p.* 1. 

22 Louis Reed, Blue Cross and Medical Service Plans (Washington, Federal Security 
Agency, 1947), p. 1. 

23 Louis Reed, Blue Cross and Medical Service Plans (Washington, Federal Security 
Agency, 1947), pp. 1-5. 
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meantime, it will be necessary for the federal government to show con¬ 
clusively that there are sufficient doctors and hospitals to meet the needs 
of a medical program or, if not, to train them. Continued discussions 
should also shed more light on the cost of a health insurance program, and 
on such problems as the need to prevent duplication of benefits for health 
insurance and for workmen’s compensation; to handle the problem of 
malingering when it arises; and to work out a relationship which will 
bring doctors and patients into a program on a cooperative basis for the 
good of all. 




Part VI 


LABOR RELATIONS AND PUBLIC POLICY 




Labor and the Courts 


Public policy is determined in two general ways: by common law and 
by statutory law. Common law is based upon the customs of the land 
as reflected in the accumulated decisions of the judiciary. Statutory law 
results from enactments of the Congress and state legislatures. Statutes 
usually represent departures from the common law or changes in customs 
which the elected representatives of the people deem desirable. The his¬ 
tory of public policy toward labor relations in the United States has been 
marked in large measure by statutory enactments aimed first at overturn¬ 
ing judicial interpretations of the common law, and later at revising 
judicial interpretations of legislative enactments. Prior to 1940, the ap¬ 
parent desire of the Congress was to liberalize these judicial interpreta¬ 
tions; since 1940, much Congressional action in the labor field has been 
designed to overturn judicial interpretations which the legislators have 
regarded as too favorable to labor. 1 

Labor and the Courts in Early America 

The Conspiracy Cases 

Common law dates back to medieval England when employer-em¬ 
ployee relationships were truly that of master and servant. In that era, 
the serf was bound to the land and the rules of guilds governed the arti¬ 
sans. When a shortage of labor occurred, as for example, after the Black 
Death plague in the fourteenth century, laws were passed so that one 
employer who enticed another’s worker away by offers of higher wages 
would be heavily punished. The legal enforcement machinery was in the 
hands of the employing class, and both law and the judiciary were de¬ 
cidedly unfriendly to any efforts of workers to raise their standards above 
what was deemed to be their ‘‘correct station in life.” 

The rise of modern factory production found the law still concerned 
with preserving an archaic “master-servant” relationship, but workers 
turning to organization to correct the ills suffered under emerging capital- 


1 For a more complete discussion of some of these issues, see C. 0. Gregory, Labor 
and the Law (New York, W. W. Norton and Company, 1946); and H. A. Millis and 
R. E. Montgomery, Organized Labor (New York, McGraw-Hill Book Company, 1945), 
pp. 486-685. 
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ism. Following their notions of ethics and economics, English courts (and 
later Parliament) outlawed labor combinations which exerted pressure to 
increase wages or to secure the closed shop as a means toward that end. 
In the famous Philadelphia Cordwainers case of 1806, 2 * and in numerous 
others during the next 30 years, American state courts held that unions 
represented an illegal conspiracy against the public and employers. On 
the other hand, the Supreme Court of Pennsylvania found that a com¬ 
bination of employers to lower wages would also be unlawful, but a com¬ 
bination of employers to resist the attempts of workers combining to raise 
wages would be lawful. 8 

Rulings of this and similar nature caused considerable unrest among 
working groups in early America. Nevertheless, until 1842, the courts 
continued to move in the direction of completely outlawing all union 
activity. Then, in the case of Commonwealth v. Hunt, 4 the Supreme 
Court of Massachusetts decided that a strike in support of a closed shop 
was not, per se, illegal, and that unless it could also be shown that the 
workers’ objectives were bad, the conspiracy doctrine did not apply. Al¬ 
though the conspiracy doctrine continued to be utilized occasionally for 
some years to break up strikes, the decision in Commonwealth v. Hunt 
dealt it a blow from which it never recovered. 

After the decision in the Commonwealth v. Hunt case, the courts 
tended to judge the legality of union activity on the basis of “motive” 
and “intent.” Because the motives or intentions of working men engaging 
in union activity are mixed and difficult to ascertain, determinations of 
the legality of union activity in terms of its possible objectives are subject 
to as many interpretations as there are judges. One judge, for example, 
might find that all strikes are malicious because the object is to bring 
economic pressure upon the employer in violation of his property rights; 
on the other hand, an equally learned judge might decide that the purpose 
of the strike was merely to improve the economic standards of the working 
people and that any harm which might accrue to the employer was inci¬ 
dental and unintentional. The difficulties and impasses which resulted 
from the attempts to probe into motive and intent led many courts to 
abandon the attempt to determine cases on that basis and, instead, to 
place their emphasis on the means used. 

Even.the means test, however, does not take the uncertainty out of 
judicial determinations. 

Combination and persuasion are lawful, but such means or methods as 

violence, force, threats, coercion, and intimidation are unlawful. The 

2 Cited in J. R. Commons et al. t Documentary History of American Industrial 
Society (Cleveland, A. H. Clark Co., 1910-191 l),vol. 3, pp. 59-236. 

8 Commonwealth ex. rel . Chew v. Carlisle , Brightly, 36 Pa. N. P. (1821). 

4 Commonwealth v . Hunt , 4 Metcalf 111 Mass. (1942). 
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content of these terms, as applied to the field of labor relations, is any¬ 
thing but specific, and more than once, without doubt, courts have 
looked—consciously or subconsciously—to the purpose or end in order 
to decide whether a particular act should be regarded as threatening or 
coercive. “The lawfulness of threats/’ Justice Holmes once observed, 
“depends on what you threaten.” Drawing the line of demarcation 
between persuasion and intimidation and reading specific content into 
the words “coercion” and “intimidation” are again matters of judicial 
judgment, and in consequence the law has not been made much clearer 
or more uniform as between one jurisdiction and another by the tend¬ 
ency to look to the means used by, rather than the purposes of, labor 
combinations. 5 6 

A final theory utilized by the courts in labor cases in the earliest days 
was the restraint of trade doctrine. This doctrine assumed much more 
importance later with the passage of the Sherman Antitrust Act, as will 
be discussed below. The restraint of trade doctrine, however, existed also 
in common law. In general, the common law doctrine was that everyone 
should have equal access to the market, and that when two or more per¬ 
sons combined to block access to the market and thereby inflict upon the 
public the hardships involved in a diminution of the number of sellers, a 
conspiracy in restraint of trade occurred. All restraints, whether by labor 
or industry, were not considered illegal but were subject to varying tests 
by courts as to their reasonableness, the extent of coercion, if any, the 
effect of the restraint upon the volume of business, and the effect upon 
access to the market. 

The Injunction, Anti-trust Laws, and the Right to Organize 

The Injunction 

As noted in Chapter 2, the injunction is a legal technique developed in 
equity courts to provide relief against continuing injury where recovery 
in the form of monetary damages does not suffice. The application of 
injunctions to labor disputes developed rapidly after the Debs case of 
1895. 6 In that case, Eugene Debs, leader of the Pullman strike, 7 was 
enjoined by an order obtained by the United States government from 
continuing a boycott on Pullman cars which, the government alleged, 
interfered with interstate commerce and the transportation of mail. Al¬ 
though injunctions had been used in labor disputes prior to this time, this 
case focused nation-wide attention on the injunction technique as a 
weapon against union organizational activities. Thereafter, the use of the 


5 H. A. Millie and R. E. Montgomery, Organized Labor (New York, McGraw-Hill 
Book Company, 1945), p. 506. 

• In re Debe, 158 U. S. 654 (1895). 

7 See Chapter 2, p. 28 for further details of this strike. 
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injunction became relatively widespread. The general ground of these 
injunctions was that union organizational activities interfered with the 
employer’s right to a free and open market, and were therefore illegal 
restraints of trade. 

The effectiveness of the injunction was based upon the speed with 
which it could be secured and the manner in which it could be applied. 
An employer could go into court and secure an ex parte injunction by 
alleging that grave and irreparable damage would occur if the injunction 
were not granted. The injunction would completely tie up union organiza¬ 
tional activities, and at the same time leave the employer free to dis¬ 
charge union members and otherwise act to destroy union organization 
in his plant before the union could be heard in court. By the time the case 
was brought to a hearing to determine whether the injunction should be 
dissolved or made permanent, the employer could often whip the union. 
Moreover, if union officials violated any part of the injunction, they could 
be held in contempt of court and fined or jailed by the court, without trial 
by jury. This was true whether or not the injunction was made permanent. 

Some idea of the manner in which an injunction could tie up union 
activities may be gained by studying the following paragraphs from the 
injunction granted against the unions in the 1922 nation-wide strike of 
the railway shopmen. The order forbade workers from 

inducing or attempting to induce by the use of threats, violent or 
abusive language, opprobrious epithets, physical violence or threats 
thereof, intimidations, display of numbers or force, jeers, entreaties, 
argument, persuasion, rewards, or otherwise, any person or persons to 
abandon the employment of said railway companies or any of them, or 
to refrain from entering such employment . . . 

in any manner by letters, printed or other circulars, telegrams, 
telephones, word of mouth, oral persuasion, or suggestion, or through 
interviews to be published in newspapers or otherwise in any manner 
whatsoever, encourage, direct or command any person whether a member 
of any or either of said labor organizations or associations defendants 
herein, or otherwise, to abandon the employment of said railway com¬ 
panies, or any of them, or to refrain from entering the service of said 
railway companies or either of them; 

[Directed against the officers of the unions] issuing any instructions, 
requests, public statements or suggestions in any way to any defendant 
herein or to any official or members of any said labor organizations 
constituting the said Federated Shop Crafts, or to any official or member 
of any system federation thereof with reference to their conduct or the 
acts they shall perform subsequent to the abandonment of the employ¬ 
ment of said railway companies by the members of the said Federated 
Shop Crafts, or for the purpose of or to induce any such officials or 
members or any other persons whomsoever to do or say anything for the 
purpose or intended or calculated to cause any employee of said railway 
companies, or any of them, to abandon the employment thereof, or to 
cause any persons to refrain from entering the employment thereof to 
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perform duties in aid of the movement and transportation of passengers 
and property in interstate commerce and the cjpriage of the mails; 

using, causing, or consenting to the use of any t)f the funds or monies 
of said labor organizations in aid of or to promote or encourage the doing 
of any of the matters or things hereinbefore complained of. 8 

The sweeping scope of this injunction is further indicated by the fact 
that a barber who put a sign in his shop stating that “scabs” would not 
be served was held in contempt of court! 

The Anti-trust Laws 

In 1890, Congress passed the Sherman Anti-Trust Act in an attempt to 
stem large-scale business concentration. Historians disagree as to whether 
the framers of this law intended it to apply to union activities as well as 
to business restraints. Whatever the intention of the framers, however, 
the Supreme Court in 1908, in the famous Danbury Hatters case, 9 ruled 
that a nation-wide union boycott against a manufacturing firm was “a 
combination ‘in restraint of trade or commerce among the several states/ 
in the sense in which those words are used in the [Sherman] Act.” The 
Supreme Court, moreover, found that the union and its members were 
liable for the triple damages provided as penalties in the Sherman Act. 

The decision of the Supreme Court in the Danbury Hatters and sub¬ 
sequent similar cases intensified the drive of the American Federation of 
Labor for a law which would remove union activities from the purview 
of the Sherman Law and which would also limit the right of the judiciary 
to grant injunctions in labor cases. The AFL thought that it had won both 
these objectives when Congress enacted the Clayton Act in 1914. Section 
6 of the Clayton Act stated that labor unions are not to be considered a 
commodity or article of commerce and therefore that their activities are 
not censurable under the anti-trust laws when such activities are legiti¬ 
mately directed. Section 20 of the Clayton Act further provided that 
union activities were not enjoinable if they are carried on for a lawful 
purpose, and in conjunction with a controversy between an employer and 
employee. 

Unfortunately for labor, the Clayton Act was poorly drawn and there¬ 
fore subject to different interpretations. In what appears to be a negation 
of Congressional intent, the Supreme Court held the Clayton Act to be 
virtually a reaffirmation of previous law. 10 Under this interpretation, 
secondary boycotts, strikes for any “wrongful” purposes, and possibly 
even picketing were declared enjoinable. 

8 U. S. v. Railway Employees* Dept., 238 Fed. 479 (1922). 

9 Loewe v. Lawlor, 208 U. S. 274 (1908). 

10 American Steel Foundries v. Tri-City Trades Council , 257 U. S. 184 (1921). 
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Yellow-Dog Contracts 

Contracts which employers required workers to sign, stating that as a 
condition of employment the worker agrees not to join a union, were 
termed “yellow-dog” contracts by unionists at an early date and have 
since been known by that appellation. 

It was not until 1917 that the Supreme Court passed on the enforce¬ 
ability of such contracts via the injunctive process. Unionists maintained 
that because workers had no choice but to sign such agreements, they 
were without force or effect. The majority of state courts rejected this 
view, holding instead that mere inequality of bargaining power did not 
preclude enforcement of contracts. The New York courts, however, ac¬ 
cepted labor’s point of view. 

In actual fact, of course, employers made no real attempt to enforce 
such contracts against the individual, but rather saw in the device a means 
of preventing union organizational activities. If the yellow-dog contracts 
were legal, then it followed that attempts by union-organizers to induce 
employees to violate them were enjoinable. By 1917, organized labor had 
already secured the passage of the Clayton Act and had high hopes that 
the Supreme Court w r ould accept its view of the coercive nature of the 
yellow-dog contracts. The Supreme Court, however, completely sup¬ 
ported the enforceability of vellow-dog contracts. 11 It ruled that a court 
of equity could issue an injunction restraining attempts to organize em¬ 
ployees bound by contracts with their employer not to join a labor union. 
As a result of this ruling, the use of the yellow-dog contract spread rapidly. 
Organized labor found the combination of the injunctions, the anti-trust 
laws, and the yellow-dog contract to be an almost insurmountable legal 
bar. 

Other Legal Impediments to Unionization 

Under the common law, an employer or employers are free to refuse 
employment to workers because of union activities. Employers thus may 
maintain what might be called an “anti-union closed shop.” In further¬ 
ance of anti-union activities, employers are, in the absence of legislation, 
free to engage in blacklisting of union members and to utilize labor spies 
to ferret out union sympathizers. The common law does provide that a 
worker may not be hounded or libeled in order to prevent him from secur¬ 
ing or maintaining employment, but this protection proved of little value 
because the employer also has the right to advise other employers that 
he discharged a man because of his union or “radical” sympathies or 
activities . 12 

11 Hiichman Coal & Coke Co. v. Mitchell , 245 U. S. 229 (1917). 

11 H. A. Millis and R. E. Montgomery, Organized Labor (New York, McGraw-Hill 
Book Company, 1945), p. 594. 
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More than one-half of the states now have laws which outlaw the 
blacklist and 6 states require employers, upon demand, to give dis¬ 
charged employees a truthful statement of the reasons for discharge. 18 
These state laws against blacklisting, however, have not been easily en¬ 
forced, although in at least one case, such a law was used by workers to 
secure an injunction against the use of the blacklist. 14 It was almost 
impossible to prevent one employer from telling another over the tele¬ 
phone that Jones, Smith, and Brown were “radical unionists,” so that 
when these three applied for employment to the second employer, they 
were refused a job on the grounds that “no vacancies were available.” 
It was not until the passage of the National Labor Relations Act in 1935 
that effective protection against blacklisting was finally achieved. 

Protection of the Right to Organize 

Because of the antagonistic attitude of the courts, labor unions at¬ 
tempted at an early date to secure legislative modification of judicial 
designs. Between 1890 and 1914, no less than 14 states enacted legislation 
making it a misdemeanor or otherwise unlawful for employers (a) to exact 
yellow-dog contracts from their employees; and (b) to interfere with the 
right of the employees to join or otherwise belong to a legitimate union. 
In addition, in 1898, Congress passed the Erdman Act which contains 
similar provisions for the benefit of operating employees of the railroads. 

The courts, however, declined to view with favor this legislation which 
contained the principles of the Wagner Act 40 years before that law was 
conceived. The Supreme Court found that both the state laws and the 
pertinent section of the Erdman Act were unconstitutional because the 
Fifth and Fourteenth Amendments to the Constitution guarantee free¬ 
dom of contract as a property right. 15 According to the courts, an em¬ 
ployer had a constitutional right to request his employees to sign yellow- 
dog contracts and to enforce such contracts, and also to discharge his 
employees because of union activities. In short, the courts held that fur¬ 
thering union activities or even preventing interference therewith was 
not a sufficient promotion of the general welfare to permit interference 
with sanctity of contracts, not even if they were yellow-dog contracts. 
Needless to say, these decisions, coupled with the courts pro-industry 
interpretations of the enforceability of yellow-dog contracts, and the 
application of the Sherman Act to union activities, caused unionists to 


11 H. A. Millis and R. E. Montgomery, Organized Labor (New York, McGraw-Hill 
Book Company, 1945), p. 594. 

14 E. E. Witte, The. Government in Labor Disputes (New York, McGraw-Hill Book 
Company, 1932), pp. 212-220. 

16 Coppage v. Kansas , 236 U. S. 1 (1915), which nullified the state laws; and Adair v. 
United States , 208 U. S. 161 (1908), which nullified Section 10 of the Erdman Act. 
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take an extremely jaundiced view of the judiciary, as well as to redouble 
their efforts to curb judicial interference in labor-management matters. 

Strikes, Boycotts, and Picketing and the Courts before 1932 

Thus far, we have shown that prior to 1932, the courts tended to in¬ 
terpret both the common and statutory law in a manner unfavorable to 
unionism. The practical import of such interpretations can best be learned 
by examining the impact of the courts on specific union activities. Because 
Congress enacted comprehensive legislation in 1932 (the Norris-La- 
Guardia Act), regulating judicial conduct in labor relations cases, we shall 
divide this discussion into three main sections: (1) judicial interpretation 
in the period before 1932; (2) the Norris-LaGuardia Act of 1932; and (3) 
the judicial interpretation from 1932 to the Taft-Hartley Act of 1947 
which amended the Norris-LaGuardia Act in a number of ways. 

Strikes and the Objectives of Strikes 

After the courts abandoned the theory of conspiracy, they continued 
to regulate union conduct by looking into the “motives” or “intents” 
of the conduct. In the case of strikes, this involved an analysis of the 
purpose or objective of the strike. 

It should be emphasized that strikers do not regard themselves as 
having terminated their employment relationship. They have left their 
employment temporarily, and in concert, in order to secure more favor¬ 
able terms. But they regard themselves as having a vested or property 
right in the job and naturally are not desirous of being replaced by new 
employees. The courts, however, have not recognized this right to a job 
until very recently, and even now do not give it heavy weight. Indeed, as 
the foregoing discussion of the courts and labor has indicated, the ju¬ 
diciary traditionally has thought of property rights almost exclusively in 
terms of employers’ rights to protect physical property. 

In judging the legality of strikes by purpose, the Courts have relied 
on two tests. The first is the legality of an objective. 16 If the purpose of 
the strike were to force an employer to cooperate in committing an illegal 
act, the courts, by applying this test, would declare the strike illegal. 
However, since workers are perfectly free to associate and to leave their 
jobs, a court declaring a strike illegal could not force the workers to return 
to their jobs. It could, however, enjoin the union and its leadership from 
continuing the strike, or aiding it in any way, or it might even force the 
strike leaders to announce a cessation of the walkout. As many judges 
have discovered, that still may not induce a return to work. 

The second test utilized by courts to test the objectives of strikes has 

16 C. O. Gregory, Labor and the Law (New York, W. W. Norton and Company, 
1946), pp. 107-108. 
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been the “ maxim of the common law which tells us that the deliberate 
commission of harm on another is unlawful unless it is justified.” 17 Now 
this is a highly subjective criterion. For example, prior to 1932, judges 
frequently found sympathetic strikes unlawful. These are strikes by one 
group of workers in support of another, such as strikes by plumbers out 
of sympathy for striking gravediggers. Judges have found no possible 
justification for inflicting economic loss on the employers of plumbers be¬ 
cause of a dispute between the gravediggers and their employers. But on 
occasions, such sympathetic strikes have resulted in additional pressure 
for a strike settlement. 

Likewise courts have often tended to enjoin strikes aimed at causing 
the discharge of a foreman or other managerial representative. Such 
strikes are probably not justifiable since management, like unions, should 
have the right to select its representatives and agents without coercion. 
On the other hand, for the courts to arrogate to themselves, in the absence 
of legislation, the right to pass upon the legality of a strike aimed at re¬ 
moving a foreman is no more appropriate—especially in view of the failure 
of courts to protect union sympathizers from discriminatory action, and 
in view of the refusal of the courts to permit Congress or the states to 
legislate such protection prior to 1935. 

The attitude of the courts on strikes against technological change and 
jurisdictional strikes has been more realistic. Although most courts have 
indicated that they regard strikes aimed at preventing technological ad¬ 
vance as harmful to society, they have recognized the problem that such 
progress often creates for workers and have not interfered, in the ab¬ 
sence of legislative enactment, with the mostly futile attempts to retard 
technology. 

Most persons regard jurisdictional strikes as among the least justi¬ 
fiable action by labor. Such strikes involve contests between unions over 
which group of workers shall perform a specified piece of work. The build¬ 
ing trades are most notorious for jurisdictional strikes, but they also 
occur in other trades, e.g., amusements, metals, and printing, where or¬ 
ganization is on a craft basis. Although jurisdictional strikes generally 
hurt employers and the public more than they help the participants, the 
outcome of a jurisdictional strike can determine which group of employees 
secures work and which is left jobless; and also which union leader adds 
to his prestige and power and which loses both. Realizing the extent of the 
jurisdictional strike problem, most courts have declined to enjoin it per 
se. Quite rightly they have regarded jurisdictional strikes as matters for 
the legislative branch of government to determine if regulation of this 
activity is in order. 

17 C. O. Gregory, Labor and the Law (New York, W. W. Norton and Company, 
1946), p. 108. 
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On the other hand, judicial policy regarding strikes to secure the 
closed or union shop has been quite different. In spite of the path-break¬ 
ing Commonwealth v. Hunt case of 1842, which rejected the conspiracy 
doctrine in connection with strikes for the closed shop, many, if not the 
majority of state courts, have condemned strikes for this purpose. The 
reason is that the closed shop is regarded as “ monopolistic and attaches a 
condition to free employment.” 18 

That such reason derives from the value judgments of judges is, how¬ 
ever, clear. Whatever one thinks of the merits of the closed shop, the 
place to legislate on such merits is the legislature, not the courts. More¬ 
over, to call the closed shop “monopolistic” is to fail to appreciate the 
fundamental distinctions between the labor market and the product 
market which were developed in Chapter 10. And “free employment” 
does not exist. No one has the “right to work.” What one does possess 
is the right to look for work. There are many impediments between the 
right to look and the end of the quest. If the courts are not willing—and 
they are not—to outlaw all impediments, there is no equity in declaring 
one impediment illegal. 

All this does not, of course, mean that various abuses of the closed 
shop should always be free from judicial restraint. A good case can be, and 
(as we shall examine later) has been, made for judicial interference where 
the union has a closed shop and, in addition, denies membership to per¬ 
sons on the basis of some discriminatory criterion, or else closes its doors 
altogether. In this instance, the union can effectively block persons from 
making a livelihood even though such persons are willing and able to 
join the union. The impediment to the right to look for a job then becomes 
a complete or almost complete block to following a particular trade, at 
least in a given area. A closed union, closed shop situation is thus much 
more a matter of public concern than a mere closed shop situation. Never¬ 
theless, even where the closed union is involved, public policy might 
preferably be expressed by statutory enactment of the legislature, rather 
than through judicial construction of common law which in actual fact 
involves the judiciary in making the law. 

Lockouts 

In contrast to the strike where numbers and relationships may under 
the conspiracy doctrine make a difference, a lockout under common law 
may be practiced without legal restriction, whether by a single employer 
or by employers in combination. What one employer may do, all may do. 
There is, however, one exception to this common law principle, and that 
is that a lockout in violation of a collective agreement may be enjoined. 

18 C. O. Gregory, Labor and the Law (New York, W. W. Norton and Company, 
1946), p. 115. 
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On the other hand, an employer who is a member of an association and 
obligated thereby to cooperate with his fellow employers may be sued if 
he fails to cooperate in the lockout activities. 

Boycotts 

Economic pressure by unions can be exerted in other ways than by 
strikes. One of the most familiar of labor's weapons has always been the 
boycott. In a certain sense, all strikes are boycotts. For when workers are 
on strike, they are “boycotting" their employer's employment and urg¬ 
ing all others to do likewise. Such a strike would thus qualify as a “pri¬ 
mary” boycott—primary because the strikers are exerting pressure di¬ 
rectly on the employer on whom they are making their demands. 

Generally, however, strikes are not considered as coming within the 
meaning of boycotts. In public discussions, the term boycott is used 
almost exclusively to mean “an organized refusal to deal with someone in 
order to make him change some practice which he follows.” 19 Such a 
boycott may be in the form of a “We do not patronize” list or in other 
forms of pressure designed to prevent sales of particular products. Or it 
may be a refusal to handle certain goods. 

Examples of such pressures are readily found in everyday union activ¬ 
ity. In 1949, the United Automobile Workers asked its members not to 
use fishing tackle manufactured by a firm which allegedly had locked out 
members of the United Steelworkers, a sister CIO union. Union building 
trades men have usually refused to handle materials manufactured under 
non-union conditions. 

Boycotts of these types are not as simple as strikes because they can 
involve pressure on third parties. For example, if the United Automobile 
Workers picketed a store which was selling fishing tackle from the afore- 
noted plant, it would be engaging in a “secondary boycott”—that is, it 
would be applying pressure on a third party in order to aid the CIO's 
fight against the manufacture;’ directly involved in the dispute. 

Before 1932, a majority of American courts held secondary boycotts 
unlawful per $e —“as if it were in a separate category of tort liability.” 20 
Other courts, however, recognized that labor had an interest in maintain¬ 
ing standards and therefore had as much right to engage in boycotts as 
did business. Business's secondary boycotts have rarely been considered 
illegal as have labor’s. Courts which have upheld labor's right to boycott 
have pointed up the justification in union boycotts of non-union products 


19 C. 0. Gregory, Lal>or and the Law (New York, W. W. Norton and Company, 
1946), p. 120. 

30 C. O. Gregory, Labor and the Law (New York, W. W. Norton and Company, 
1946), p. 122. 
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on the grounds that the distribution of goods produced under non-union 
conditions will depress standards won by the union. 

By utilizing the doctrine of justification in secondary boycotts, these 
courts paved the way for later legislation categorizing secondary boycotts 
as to purpose. The use of boycotts to cripple rival unions, as developed 
under the Wagner Act, 21 was later considered in a different category from 
boycotts designed to protect labor against non-union conditions. And 
boycotts which resulted from collusion between management and labor 
for the purpose of keeping goods off the market and therefore prices and 
wages high have always been held unjustifiable and in violation of the 
anti-trust laws, both before and after the passage of the Norris-LaGuardia 
Act. Such a case occurred in New York City in the 1940’s where a union 
and a group of employers combined to prevent electrical materials manu¬ 
factured outside of New York from entering that city until the courts 
interfered. 22 

Picketing 

Picketing is the most familiar form of pressure which unions utilize 
in support of strikes and boycotts. Picketing may be thought of in two 
ways: It is a form of expression, letting the public and labor supporters 
know that a controversy exists and giving labor’s side of that controversy. 
It is also a form of pressure intended to dissuade persons from patronizing 
or entering a place of business. 

At first the courts took the view that picketing per se was illegal. Later 
they grudgingly conceded that picketing was legal as long as it was peace¬ 
fully conducted and did not bar entrance to and exit from the plant, 
and as long as it did not obstruct traffic on a public thoroughfare. But 
while the courts conceded the legality of picketing, they also severely 
regulated it, often limiting the number of pickets permitted, and generally 
outlawing “stranger picketing”—that is picketing by persons not em¬ 
ployees of the plant. The attitude of the courts on stranger picketing was 
conditioned by their belief that workers had no interest in a labor con¬ 
troversy unless they were employees of the plant itself, a theory which 
ignores the relations of labor conditions in one plant with that of another. 

Those who believed in labor's right to picket freely did not generally 
support picketing which prevented entrance and exit into a plant, or 
picketing which obstructed ordinary commerce on a public thoroughfare. 
They took the view, however, that picketing was a form of expression 
and hence, if peacefully conducted, was protected by the First Amend¬ 
ment as are other forms of communication. That viewpoint, however, 
was almost unanimously rejected by the courts prior to 1932. Indeed, the 

** See below, pp. 612, 673-675. 
n See below, p. 612. 
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tendency right up to the passage of the Norris-LaGuardia Act was to 
limit rather than to expand the right of labor to picket in support of its 
interests. 

The Norris-LaGuardia Act 

In 1932, when the membership of the American Federation of Labor 
was the lowest in 20 years, the AFL achieved its greatest legislative 
triumph to date. After almost 50 years of sustained effort, the AFL suc¬ 
ceeded in making the federal judiciary “neutral” in labor disputes. The 
law which accomplished this fact was the Norris-LaGuardia Anti-injunc¬ 
tion Act, passed by a Democratic controlled House of Representatives, a 
Republican Senate, and signed by the then Republican President, Herbert 
Hoover. 

The Norris-LaGuardia Act commences with a statement of public 
policy which affirms the right of workers to engage in collective bargain¬ 
ing through unions of their own choosing. Yellow-dog contracts are de¬ 
clared to be against this public policy and the federal courts are instructed 
not to enforce such contracts. Then Section 4 of the Act establishes the 
following rules for the courts: 

No court of the United States shall have jurisdiction to issue any 
restraining order or temporary or permanent injunction in any case 
involving or growing out of any labor dispute to prohibit any person or 
persons participating or interested in such dispute (as these terms are 
herein defined) from doing, whether singly or in concert, any of the 
following acts: 

(a) Ceasing or refusing to perform any work or to remain in any 
relation of employment; . . . 

(e) Giving publicity to the existence of, or the facts involved in, any 
labor dispute, whether by advertising, speaking, patrolling, or by any 
other method not involving fraud or violence. 

(f) Assembling peaceably to act or to organize to act in promotion 
of their interests in a labor dispute; 

(g) Advising or notifying any person of an intention to do any of the 
acts heretofore specified; 

(h) Agreeing with other persons to do or not to do any of the acts 
heretofore specified; and 

(i) Advising, urging, or otherwise causing or inducing without fraud 
or violence the acts heretofore specified. . . . 

In addition, the Act requires employers to enter the court with “clean 
hands” before requesting an injunction—that is, employers must exert 
every reasonable effort to settle a dispute through collective bargaining, 
mediation, and voluntary arbitration, if procedure for the latter methods 
are available, before requesting judicial interference. And besides thus 
virtually making it impossible for an employer to secure an injunction 
in a labor dispute unless fraud or violence are involved, the Norris-La- 
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Guardia Act defines “labor dispute” in the broadest possible manner so 
as to preclude judicial constructions, such as occurred in the Clayton Act, 
which whittled away the effect of the latter law; thus Section 13 of the 
Norris-LaGuardia Act reads: 

(a) A case shall be held to involve or to grow out of a labor dispute 
when the case involves persons who are engaged in the same industry, 
trade, craft, or occupation; or have direct or indirect interests therein; 
or who are employees of the same employer; or who are members of the 
same or an affiliated organization of employers or employees; whether 
such dispute is (1) between one or more employers or associations of 
employers and one or more employees or associations of employees; 

(2) between one or more employers or associations of employers and one 
or more employers or associations of employers; or (3) between one or 
more employees or associations of employees and one or more employees 
or associations of employees; or when the case involves any conflicting 
or competing interests in a “labor dispute” (as hereinafter defined) of 
“persons participating or interested” therein (as hereinafter defined). 

(b) A person or association shall be helci to be a person participating 
or interested in a labor dispute if relief is sought against him or it, and 
if he or it is engaged in the same industry, trade, craft, or occupation in 
which such dispute occurs, or has a direct or indirect interest therein, 
or is a member, officer, or agent of any association composed in whole 
or in part of employers or employees engaged in such industry, trade, 
craft, or occupation. 

(c) The term “labor dispute” includes any controversy concerning 
terms or conditions of employment, or concerning the association or 
representation of persons in negotiating, fixing, maintaining, changing 
or seeking to arrange terms or conditions of employment, regardless of 
whether or not the disputants stand in the proximate relation of em¬ 
ployer and employee. 

The Norris-LaGuardia Act has since been supplemented by approxi¬ 
mately 20 state laws which, with some variations, are modeled upon it. 

The Norris-LaGuardia Act and the Courts 

With a single piece of legislation, Congress thus repealed a century 
of judicial interpretation. The net effect of the Norris-LaGuardia Act 
“was to establish the coercive techniques of labor unions on a par with 
those of business associations at common law.” 23 In other words, Congress 
created “laissez faire, or economic free enterprise, for organized labor as 
well as for big business.” 24 Henceforth, the courts were not to interfere 
with strikes, boycotts, and picketing which were conducted peacefully 


** C. O. Gregory, Labor and the Law (New York, W. W. Norton and Company, 
1946), p. 191. 

24 C. O. Gregory, Labor and the Law (New York, W. W. Norton and Company, 
1946), p. 192. 



LABOR AND THE COURTS 


611 


and otherwise within the law. Moreover, by defining “labor dispute” 
in a broad fashion, Congress ensured labor’s right to engage in sympathy 
strikes, secondary boycotts, stranger picketing, and other activities where 
non-employees of a concern come to the aid of the concern’s employees in 
labor disputes directly, or by applying pressure upon third parties. 

Despite the clarity of its language, the Norris-LaGuardia Act might 
either have been misconstrued or declared unconstitutional by the courts 
if the attitude of the courts had not altered fundamentally on labor mat¬ 
ters by the time litigation arising out of the Act reached the Supreme 
Court. Between the dates when the Act was passed by Congress and re¬ 
viewed by the highest court, the New Deal of Franklin D. Roosevelt had 
intervened, and the thinking of the highest court had been altered. As a 
result, the Norris-LaGuardia and similar state laws were interpreted as 
intended by their framers to preclude injunctive relief in peacefully con¬ 
ducted labor disputes. 

Reversal of Sherman Act Decisions 

The combined effect of the Norris-LaGuardia Act and the liberalized 
view of labor disputes which the Supreme Court took after 1937 resulted 
in a revision of precedents on the application of the Sherman Antitrust 
Act to labor, and on the courts’ attitude toward picketing and boycotts. 
In the Apex case, 26 decided in 1940, the Supreme Court ruled unions were 
not guilty of violating the Sherman Act even if strikes or boycotts pre¬ 
vented shipments of goods into commerce, so long as “it was not shown 
that the restrictions on the shipments had operated to restrain commercial 
competition in some substantial way”—in other words, if the restrictions 
on commerce were incidental to the objects of unionization or securing 
better terms and conditions of employment. 

Although the Supreme Court denied it was overruling past decisions, 
it is quite clear that the Apex case did just that. Then in the Hutcheson 
case, 26 the Supreme Court carried its new views one step further. This 
case arose out of a nationwide boycott instituted by the Carpenters’ union 
against Anheuser-Busch brewing products because that company gave 
work in a jurisdictional dispute to members of the Machinists’ union 
rather than the Carpenters’ union. The Supreme Court not only found 
that this nation-wide boycott in support of a jurisdictional dispute was 
not a violation of the Sherman Act, but it declared that the Norris-La¬ 
Guardia Act had, by implication, overruled the Court’s previous interpre¬ 
tations of the Clayton Act. Therefore, the Clayton Act, which purported 
to give labor immunity under the anti-trust laws, was now to be inter- 

26 Apex Hosiery Company v. Leader, 310 U. S. 469 (1940). 

26 United States v, Hutcheson, 312 U. S. 219 (1941). 
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preted in the light of original Congressional intent. Thus, labor combina¬ 
tion was almost completely outside the purview of the Sherman law. 

The extended immunity granted labor from the anti-trust laws and 
the injunction by the Norris-LaGuardia Act and the Hutcheson decision 
was followed to its logical conclusions in subsequent decisions. The Amer¬ 
ican Federation of Musicians was permitted to maintain a nation-wide 
boycott on recordings by refusing to have its members make such record¬ 
ings 27 ; a Hod Carriers* union was permitted to prevent usage within its 
jurisdiction of a low-cost cement-mixing machine except under conditions 
which made the use of such machines financially impossible 28 ; building 
trades unions were permitted to boycott materials because they were 
produced by companies where rival unions were bargaining agents or 
because they were prefabricated instead of put together on the job 29 ; 
unions were allowed to picket or boycott a company solely on the grounds 
that it dealt with a rival union and despite the fact that if the employer 
recognized the picketing or boycotting union, he would violate the Na¬ 
tional Labor Relations (Wagner) Act 30 ; and finally, a union could with 
immunity have its members refuse to work with an employer ready and 
willing to deal with the union because of a grudge against the employer 
even though the effect was to force the employer out of business. 31 

Despite these decisions unions did not receive complete immunity 
from either the Sherman Antitrust Law or the injunctive process. In the 
Allen Bradley case, 82 the Supreme Court ruled that a union could not 
conspire with employers to refuse to work on materials produced outside 
of New York City and thereby give New York City manufacturers a local 
monopoly. If, however, the union engaged in identical conduct on its 
own, and without the connivance of employers, presumably the new in¬ 
terpretations of the Clayton Act would remove such conduct from the 
proscriptions of the Sherman Act. 

The use of the injunction against unions during this period resulted 
from union racial discrimination. The first cases arose out of attempts of 
certain railway unions to use their position as bargaining agents to drive 
Negroes, who were not admitted to membership, out of jobs. 33 These cases 
are best understood after our discussion of the Railway Labor and Wag¬ 
ner Acts in Chapters 28 and 30. The second of these race discrimination 


27 U. S . v. American Federation of Musicians , 318 U. S. 741 (1943). 

18 U. S. v. International Hod Carriers’ Union , 313 U. S. 539 (1941). 

19 U. S. v. Building Sc Construction Trades Council , 313 U. S. 539 (1941); U. S. v. 
Brotherhood of Carpenters , 313 U. S. 539 (1941). 

80 NLRB v. Star Publishing Co ., 978 (2d) 465 (1938). 

« Hunt v. Crumback , 325 U. S. 821 (1945). 

« Allen Bradley v. Local No. 3 , IBEW , 325 U. S. 797 (1945). 

** Steele v . Louisville St N. R . Co., 323 U. S. 194 (1944); and Tunstall v. Brotherhood 
of Locomotive Firemen , 323 U. S. 210 (1944). 



LABOR AND THE COURTS 


613 


cases in which an injunction figured resulted from the refusal of the AFL 
Boilermakers’ and Shipbuilders’ union to admit Negroes on an equal 
basis. Since this union had closed shop contracts, it meant that Negro 
and other non-white workers had to accept second class “Jim Crow” 
status in the union or look elsewhere for work. The Supreme Court of 
California upheld the claim of the non-white workers that this situation 
represented an illegal monopoly on the part of the union and issued an 
injunction requiring the union either to admit workers without discrim¬ 
ination, or to avoid its closed shop in so far as non-white workers were 
concerned. 34 


The Supreme Court and Picketing, 1932-47 

Right up to the passage of the Norris-LaGuardia Act, many state and 
federal courts took the position that all picketing was coercive in intent 
and unlawful and that there could be no such thing as peaceful picketing. 
On the other hand, a smaller number of courts were, at the same time, 
ruling that all peaceful picketing, including stranger picketing, was law¬ 
ful. The fact that picketing is, at one and the same time, a method of 
communication and a method of strong persuasion which at least borders 
on coercion, aided this judicial confusion, which still exists, although in a 
different form. 

In 1937, in a case which affirmed the right of a state to enact a “Little 
Norris-LaGuardia” law, 35 Justice Brandeis noted that workers may freely 
disseminate information and the state may reasonably “regulate the 
methods and means of publicity as well as the use of public streets.” 
This did not say that peaceful picketing was a form of speech and there¬ 
fore was protected by the First Amendment. Three years later, however, 
in Thornhill v. Alabama, 36 the Supreme Court completely accepted the 
free speech doctrine. An Alabama law which termed picketing a form of 
loitering and therefore a misdemeanor was found unconstitutional on the 
grounds that (1) picketing was a form of speech and, as such, was pro¬ 
tected by the First Amendment; and (2) a penal statute which makes 
picketing a misdemeanor without regard to whether it is done peacefully 
or not is therefore unconstitutional. 

Considering picketing as merely free speech, however, did not prove 
any more satisfactory than did considering picketing as merely coercion. 
As a result, the Supreme Court slowly began to modify its views. In 1941, 
it first affirmed the free speech doctrine in a case upsetting an Illinois 
injunction against stranger picketing. 37 On the same day, however, the 

* 4 James v. Marinship , 155 P. (2d) 329 (1944). 

36 Senn v. Tile Layers' Protective Union , 301 U. S. 468 (1937). 

33 Thornhill v. Alabama , 310 U. S. 88 (1940). 

37 American Federation of Labor v. Swing , 312 U. S. 321 (1941). 
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Supreme Court affirmed another Illinois injunction which forbade all 
picketing by a milk drivers' union because the union had engaged in con¬ 
siderable violence so that any picketing, even if conducted peacefully, 
would not really be peaceful because it would be supported by its connec¬ 
tion with, and memories of, past violence. 88 Without admitting it, the 
Supreme Court thus agreed that picketing, even though peaceful, could 
be more than free speech. 

Following these decisions, the Supreme Court went further on the 
road back by sustaining a Wisconsin court order which forbade all picket¬ 
ing because some violence had occurred in the course of a strike. 89 Shortly 
thereafter, although reversing a New York court order which granted an 
injunction, the Supreme Court noted that picketing could be both com¬ 
munication and coercion. 40 And then in a case decided on the same day, 
it ruled that a Texas court could enjoin picketing of a restaurant by a 
Carpenters' union which was objecting to the fact that the restaurant 
owner was building a home with non-union carpenters. 41 The Court's 
rationale in this case was that the restaurant owner's dispute with the 
union did not concern the restaurant business, but was a private matter. 
Then the Supreme Court went on to say that picketing was both free 
speech and coercion. 

Thus by 1947, the Supreme Court had greatly expanded the area of 
allowable economic conflict in the form of picketing. It did, however, 
backtrack from its momentarily held view that picketing was merely 
communication. 


38 Milk Wagon Drivers Union v. Meadowmoor Dairies , Inc., 312 U. S. 287 (1941). 

39 Hotel & Restaurant Workers v. Wisconsin Employment Relations Board, 315 U. S. 
437 (1942). 

40 Bakery & Pastry Drivers Union v. Wohl, 315 U. S. 769 (1942). 

41 Carpenters & Joiners Union v. Ritter’s Cafe, 315 U. S. 722 (1942). 
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Railway Labor Legislation 


The government’s role in industrial disputes is a result both of the 
public interest in peaceful settlement and of pressure on the part of labor 
and management for governmental assistance in settling disputes to their 
respective satisfactions. Numerous agencies have been established by the 
federal, state, and municipal governments, but they may be divided into 
two general categories: regulatory, quasi-judicial bodies such as the Na¬ 
tional Labor Relations Board, and various state agencies established 
pursuant to state acts, 1 whose functions are to regulate employer and 
union conduct and to determine disputes arising over representation 
questions—i.e., which union, if any, shall represent a certain group of 
employees; and agencies such as the United States Conciliation Service, 
and various state and municipal agencies whose job is the settlement by 
peaceful means of industrial controversies. The first group is engaged pri¬ 
marily in law enforcement; the second is concerned with the adjustment of 
disputes by mediation, conciliation, or resort to arbitration. The Railway 
Labor Act with which this chapter is concerned, as well as the Taft- 
Hartley Act, combines elements of both categories. 

Conciliation, Mediation, and Arbitration 

Mediation and conciliation are interchangeable terms meaning the in¬ 
tervention in discussion between labor and management representatives 
of a third party, who has no compulsory powers, but whose job is to assist 
the parties to reach an agreement. Under some laws, mediation has 
supplemented or been supplanted by compulsory investigation, which 
entails the intervention of a government official or body with authority 
to investigate the causes of disputes, using subpoena power if necessary, 
and to publish findings usually with the idea of aligning public opinion 
behind the findings to such an extent that the disputing parties will agree 
to them as a settlement. 

Arbitration goes still further. 

It involves the intervention of a third party for the express purpose 

of making a decision or an award with respect to the points at issue. 

1 Also in this category would be the agencies established by various states to 
regulate only unions and the fair employment practice legislation recently enacted in 
several states. See Chapter 32, pp. 710-711. 
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Where the parties are not required to submit the dispute to arbitration, 
we have voluntary arbitration. Voluntary arbitration is usually accom¬ 
panied by a previous agreement to abide by the award, i.e., by “com¬ 
pulsory” acceptance of the award, but this is not necessarily so. Likewise 
the term “compulsory arbitration” as generally used means compulsory 
submission of the dispute to arbitration together with compulsory 
arbitration wherever the submission of the dispute is compulsory regard¬ 
less of whether the acceptance of the award is voluntary or compulsory. 2 

The difference between mediation and arbitration is thus great, and 
the functions of the mediator and the arbitrator poles apart: 

The mediator’s function is to placate the disputants, to harmonize 
the differences between employer and employee, and by winning con¬ 
cessions from both sides through force of personality and tact to effect 
an agreement acceptable to the parties concerned. Compromise is 
inevitable. Mediation is not interested in the justice of the respective 
claims; the elements of fairness, reasonableness, and equity do not 
enter the proceedings. ... A mediation decision is merely an adjust¬ 
ment of the dispute, rather than a judgment on the merits of the case. 

. . . Arbitration on the other hand, implies a weighing of the arguments 
of the respective sides by a board containing at least one impartial 
member, and an award representing a judgment upon the merits of the 
questions involved. The arbitrator’s function partakes of a judicial 
nature; the decision rendered must be based upon some definite, accepted 
principle of reason governing the disputed question. ... 3 

The function of enforcement agencies such as the National Labor Re¬ 
lations Board is similar to arbitration in that it is judicial in character. 
Frequently, however, the NLRB staff effects settlements of controversies 
arising out of charges of unfair labor practices or of representation on an 
informal basis. Such settlements partake of the nature of mediation to 
some extent, but differ from it in that the settlement reached must con¬ 
form to definite legislation which cannot be compromised. It should be 
noted that the National Labor Relations Board is not authorized by law 
to mediate, but merely utilizes mediation to speed settlement of law en¬ 
forcement cases. 

' Development of Railway Labor Legislation 

The railway industry has served as an experimental laboratory for 
public control of labor relations. The strategic position of the railway in¬ 
dustry in the American economy and the consequent inconvenience to 
the public if railway service is interrupted; the rapid rise of the railway 
train and engine service brotherhoods to economic and political prom- 

2 H. S. Kaltenborn, Governmental Adjustment of Labor Disputes (Chicago, The 
Foundation Press, 1943), pp. 2-3. 

8 J. N. Stockett, The Arbitral Determination of Railway Wages (Boston, Houghton 
Mifflin Company, 1918), pp. xii-xiii. 
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inence; and the early recognition by the judiciary that Congress had the 
right to regulate railroads, all led to agitation for federal intervention in 
railway labor matters. In 1888 a law was passed which provided for 
voluntary arbitration under government auspices of any railway labor dis¬ 
pute and for investigation of the causes of and means for adjusting specific 
controversies by a board composed of the Commissioner of Labor and two 
additional persons appointed by the President. The arbitration section of 
this law was never invoked and only one investigation was made—in the 
Pullman strike of 1894—and then not till the strike had been defeated 
with the assistance of the injunction and the use of federal troops. 4 

The failure of the 1888 legislation led to the enactment of the Erdman 
Act of 1898, which, as slightly amended by the Newlands Act of 1913, 
governed railway labor relations till World War I. Both laws stressed 
mediation and recourse to voluntary arbitration if mediation proved 
unsuccessful and both applied only to operating employees. In addition, 
the Erdman Act outlawed “yellow-dog” contracts and discrimination 
by an employer against employees because of union activity. Although 
the latter two provisions were invalidated by the Supreme Court in 1908, 
they contained the basic ideas which were later incorporated into the 
Norris-LaGuardia and National Labor Relations Acts, as well as in the 
Amended Railway Labor Act of 1934. 

The World War I Period 

In 1916 the railway brotherhoods demanded a change from the 10- 
hour to the 8-hour day, without loss of pay, and refused to arbitrate the 
matter although the carriers were willing to do so. Failing to achieve set¬ 
tlement by personal mediation, President Wilson went before Congress 
to insure passage of the Adamson Act which gave the brotherhoods their 
demand. Like previous legislation, it did not apply to non-operating em¬ 
ployees, whose organizations were then small and politically impotent. 

Soon after America entered the war, President Wilson, by virtue of a 
previous act of Congress, took over the railroads and established the Rail¬ 
road Administration headed by a “director-general,” who gave immedi¬ 
ate attention to the demands of labor. Commissions were established 
to pass upon questions of wages and working conditions. The anti- 
discrimination provision of the Erdman Act, which had been declared 
unconstitutional, was restored by an order providing that “no discrimi¬ 
nation will be made in the employment, retention or conditions of em- 


4 For a discussion of early railway labor legislation, see C. 0. Fisher, Use of Federal 
Power in Settlement of Railway Labor Disputes , Bulletin No. 303 (Washington, U. S. 
Bureau of Labor Statistics, 1922); Harry D. Wolf, The Railroad Labor Board (Chicago, 
University of Chicago Press, 1927); and Howard S. Kaltenborn, Governmental Adjust¬ 
ment of Labor Disputes (Chicago, The Foundation Press, 1943), chap. 3. 
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ployment of employees because of membership or nonmembership in a 
labor organization.” And bipartisan “boards of adjustment” were estab¬ 
lished, consisting of an equal number of labor and management repre¬ 
sentatives, empowered to decide grievances and other disputes arising out 
of the interpretation of collective agreements. If an adjustment board 
deadlocked, it could refer a dispute to the director-general. 

The most disputed acts of the Railroad Administration involved those 
pertaining to rules governing working conditions. The 8-hour day was 
universalized on the roads and penalty overtime was added. The rates of 
Negro operating crews, who had previously been paid discriminatorily 
low rates, were equalized with those of whites, and equal pay for equal 
work was provided for temporary women employees. The rigid seniority 
system governing both promotion and demotions, which the operating 
crews had succeeded in establishing, was extended to all other crafts. 
Piecework in the railway shops was abolished. And, most important, a 
detailed and extraordinary rigid classification of shop craft employees 
and their duties was set forth and later made a part of national agree¬ 
ments which the director-general executed with most of the standard 
unions. This classification resulted in substantially increased costs, as 
well as a waste of manpower. 6 

The Railroad Labor Board 

Considering the treatment accorded them under government opera¬ 
tion, under which all the railway unions had expanded their memberships 
greatly, it was quite natural that these unions wholeheartedly opposed 
the return of the roads to private ownership. They supported the “Plumb 
Plan,” by which the government would purchase the railway system and 
run it through a tripartite commission on which labor would have repre¬ 
sentation. It had little support elsewhere. In March 1920, the railroads 
were returned to private ownership under the terms of the Transportation 
Act (Esch-Cummings Law), Title III of which established machinery 
for the handling of labor disputes. It remained in effect for six troubled 
years. Unlike previous legislation, it applied to all railway employees. A 
9-man tripartite Railroad Labor Board was established, with the labor 
and carrier representatives chosen from a panel recommended by their 
respective groups. Disputes were required to be discussed by the parties 
before being brought to the attention of the board, and provisions were 
made for the voluntary establishment of adjustment boards, whose func¬ 
tion it would be to handle minor disputes. The law, however, contained 
no enforcement machinery. 


& Harry D. Wolf, The Railroad Labor Board (Chicago, University of Chicago 
Press, 1927), pp. 14-60. 
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The Railroad Labor Board began its work in the midst of a period of 
unrest occasioned by rising prices. Decision No. 2 of the board gave 
railroad employees substantial increases. Soon thereafter, however, the 
depression of 1921 commenced. The carriers secured wage decreases, a 
revision of the rigid working rules, including permission to return to 
piecework, and abrogation of the national agreements. And when the 
downturn continued, the board ordered further decreases in the rates of 
some non-operating groups in 1922, but this time left intact the wages 
of the higher paid operating groups (who had threatened a strike as a 
result of the 1921 cut). The shop crafts then began their long nation-wide 
strike in which they were joined by large numbers of workers in other 
non-operating classes, but in which they suffered a thorough defeat. 

The Railroad Labor Board ruled that the representative of the major¬ 
ity of any craft or class should be the representative for all workers and 
that employees should be free to choose their representatives without 
interference from the employer. The Pennsylvania Railroad declined to 
recognize the standard unions except the operating brotherhoods, how¬ 
ever, and established employee representation plans. The inability of the 
board to enforce its decisions caused workers to lose confidence in it. 

When the Transportation Act of 1920 was written it was assumed that 
adjustment boards would be established without difficulty. However, the 
non-operating unions insisted on national adjustment boards as had ex¬ 
isted during the war, whereas the railroads refused to consider anything 
broader in scope than regional boards. The result was that no boards 
were set up for the non-operating groups and all the petty grievances 
fell to adjudication by the Railroad Labor Board. The operating brother¬ 
hoods and the railroads, however, established four regional boards which 
remained in existence till 1934. 

The Railway Labor Act of 1926 

The dissatisfaction of both unions and management with the Railroad 
Labor Board induced them to agree on a bill which became the Railw r ay 
Labor Act of 1926. This act made it the duty of the parties to exert every 
reasonable effort to “make and maintain agreements concerning rates of 
pay . . . working conditions” and to attempt to adjust all differences by 
peaceful methods. A 5-man non-partisan Board of Mediation was created, 
which attempted mediation if the parties could not agree among them¬ 
selves. The board was further instructed to urge voluntary arbitration if 
mediation proved unsuccessful. If arbitration was refused and the dispute 
was such as ‘ 1 substantially to interrupt interstate commerce” the Board 
of Mediation was instructed to notify the President, who could create 
special emergency boards to investigate and publish findings. During the 
pendency of these various proceedings and until 30 days after the report 
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of the emergency board, neither party was to alter “the conditions out of 
which the dispute arose ” except by mutual agreement. The parties, how¬ 
ever, were under no legal obligation to accept the recommendations of the 
emergency board. 

The act of 1926 also provided that “boards of adjustment shall be 
created” by the parties for the purpose of handling disputes arising out 
of the interpretation of agreements. Under this provision the boards es¬ 
tablished by the operating brotherhoods under the Transportation Act of 
1920 continued in operation. In the case of the non-operating groups, 
however, negotiations between the carriers and the unions broke down as 
to whether the board should be regional or local in scope. Some 300 ad¬ 
justment boards were established, but many not until several years after 
1926, and for many classes of employees no boards were set up. More¬ 
over, the adjustment machinery provided no means to break deadlocks 
and since the boards were all bipartisan in character, deadlocks occurred 
with increasing frequency, so that by 1934 when the adjustment boards 
were abolished some 2,500 disputes remained to be adjudicated. 6 
The Railway Labor Act of 1926 also provided (Sec. 2, Third): 

Representatives, for the purpose of this Act, shall be designated by 
the respective parties in such manner as may be provided in their corpo¬ 
rate organization or unincorporated association, or by other means of 
collective action, without interference, influence or coercion exercised 
by either party over the self-organization, or designation of representa¬ 
tives by the other. 

No specific machinery for the determination of employee bargaining rep¬ 
resentatives was contained in this law, however; nor did it compel carriers 
to deal solely with the representative of the majority. The act also con¬ 
tained no specific penalties for carriers which violated prohibitions against 
interference with the free choice of representatives by employees as guar¬ 
anteed by Section 2, Third. The Supreme Court, however, ruled that such 
interference was subject to the injunctive process. 7 

The period 1926-34, during which railway labor relations were con¬ 
ducted under the 1926 legislation, was featured by peace on the rails. Only 
2 strikes occurred, and but 10 emergency boards were appointed, half of 
the latter during the last year of the act’s operation. The increased threats 
to railway labor peace during the last year of the act’s unamended incum¬ 
bency have been attributed to inherent defects in the legislation. a A more 
realistic analysis, however, would probably find the causes of unrest in 

* William H. Spencer, The National Railroad Adjustment Board f vol. 8, no. 3, in 
Studies in Business Administration (Chicago, University of Chicago Press, 1938), 

pp. 11-12. 

7 Texas and New Orleans Railroad Co . v. Brotherhood , 281 U. S. 548 (1930). 

8 H. S. Kaltenborn, Governmental Adjustment of Labor Disputes (Chicago, The 
Foundation Press, 1943), pp. 49-51. 
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the great depression and the general political upheaval which took place 
after 1933. 


The 1934 Legislation 

Whatever its merits, the 1926 act was found defective by the railway 
unions on several counts. They desired national adjustment boards with 
effective machinery for breaking deadlocks and for enforcing awards; they 
desired specific penalties, in addition to the injunctive process, to prevent 
carriers’ influence over the choice of employees’ representatives; they 
desired formal machinery by which bargaining agents could be selected; 
and they desired drastic change in the personnel of the Board of Media¬ 
tion, which had fallen from their favor. All these objectives they achieved 
by the 1934 amendments to the Railway Labor Act, which were backed 
by the railway unions, assisted materially by the late Joseph B. Eastman, 
then Federal Coordinator of Transportation, and which were bitterly op¬ 
posed by the carriers. 

The Amended Railway Labor Act maintains the basic structure of 
the 1926 legislation in so far as mediation, arbitration, and the appoint¬ 
ment of emergency boards are concerned. The main difference in this re¬ 
spect is that the 5-man Board of Mediation was abolished and replaced 
by a 3-man National Mediation Board. 

The 1934 amendments established the National Railroad Adjustment 
Board which has jurisdiction over grievances and disputes arising out of 
the interpretations of agreements. The Adjustment Board is a bipartisan 
agency composed of 36 members, half of whom are paid and compensated 
by the carriers, and half by unions “national in scope.” (Thus smaller 
organizations of workers have no representation on the Adjustment 
Board.) The work of the Adjustment Board is divided into 4 divisions 
each of which has jurisdiction over certain crafts. If a division deadlocks, 
referees are appointed by the National Mediation Board, or by the 
division if it can agree on a selection. 9 

The 1934 amendments also provided elaborate safeguards for the free 
choice of employee representatives by setting forth a list of unfair labor 
practices similar to those contained in the National Labor Relations 
(Wagner) Act, but providing in addition that any form of union security 
as well as the check-off is a violation of the act. Enforcement is also dif¬ 
ferent from the Wagner Act in that violations are punishable by criminal 
penalties and prosecution is under the jurisdiction of the Department of 


# For an evaluation of the Adjustment Board, see W. H. Spencer, The National 
Railroad Adjustment Board , vol. 8, no. 3, in Studies in Business Administration 
(Chicago, University of Chicago Press, 1938); and Administrative Procedure in 
Government Agencies , Senate Doc. 10, Pt. 4, Seventy-Seventh Congress, First Session, 
1941. 
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Justice. These penalties, of course, supplement the employees’ right to 
use the injunctive process. 10 

Formal machinery for the selection of employee representatives was 
also included in the 1934 amendments which provided that the National 
Mediation Board must ascertain, if a dispute arises, who are the repre¬ 
sentatives of a craft or class and upon finding to certify them. The Na¬ 
tional Mediation Board is entrusted with wide discretion in defining 
“craft or class” and in determining who shall participate in any election 
if the election method is used. 11 

The Air Carrier Amendments of 1936 

Soon after its formation in 1931, the Air Line Pilots Association 
secured the introduction of a bill in Congress to place air carrier employees 
under the coverage of the Railway Labor Act. This bill failed of passage, 
but the Association kept trying. Finally, by 1935, the ALPA had obtained 
the backing of the American Federation of Labor, the Railway Labor 
Executives Association and the Roosevelt Administration for its goal. 
Bills extending the Railway Labor Act to air transportation were reintro¬ 
duced in 1935 and passed with little opposition in April 1936. 

When the air carrier amendments became law, the ALPA was the only 
active union in the field, although a few others were then attempting 
organization. Organized labor, fearful that the National Labor Relations 
(Wagner) Act, which then covered air transportation, would be either 
unconstitutional or ineffective, supported the pilots’ case. The air trans¬ 
port industry was divided and, except for a few minor officials, did not 
testify. 

The 1936 amendments place the air transport industry under all the 
provisions of the Railway Labor Act except those pertaining to the Na¬ 
tional Railroad Adjustment Board. That agency’s jurisdiction is confined 
to the railway industry. Provision is, however, made for a National Air 
Transport Board when the National Mediation Board deems it desirable, 
but thus far there has not been much agitation for the establishment of 
such an agency. 

Analysis of Railway Labor Act’s Disputes Procedure 

The Railway Labor Act has been heralded as a “model labor law” 
and has had a profound influence on other legislation both state and fed¬ 
eral. For that reason, and because it illustrates many problems involved 


10 For an analysis of these provisions, see H. R. Northrup, “Unfair Labor Practice 
Procedure under the Railway Labor Act,” Industrial and Labor Relations Review , 
to be published April, 1950. 

11 See H. R. Northrup, “The Appropriate Bargaining Unit Question Under the 
Railway Labor Act,” Quarterly Journal of Economics , 60:250-269 (1946). 
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in public control of labor relations, we shall examine the disputes pro¬ 
cedure of this law in detail. 

Required Collective Bargaining 

Section 2, First, of the Railway Labor Act establishes “the duty of all 
carriers, their officers, agents and employees to exert every reasonable 
effort to make and maintain agreements concerning rates of pay, rules 
and working conditions and to settle all disputes” peacefully. Ensuing 
paragraphs of the same section set forth a procedure for collective bar¬ 
gaining which includes (1) written request for a conference relating to a 
dispute served by one party on the other; (2) written reply by the second 
party setting a time and place mutually agreeable for a conference; (3) 
requirement that the conference be held within 20 days after the receipt 
of the original notice at a location “upon the line of the carrier,” except 
the time and place may be altered by mutual agreement; and (4) prohi¬ 
bition of unilateral changes in contracts except in the manner prescribed 
in the Act. 

Thus, the first basic element in the Railway Labor Act's disputes 
settlement is the obligation of the carriers to make and to maintain collec¬ 
tive agreements, which, by custom, are written agreements. Corollary to 
this obligation is a second one—the duty to dispose of disputes quickly 
and peacefully. 

The National Mediation Board, the Railway Labor Act’s mediation 
agency, has placed much stress on the policy pronouncement and the 
procedure for collective bargaining which is embodied in the Act. The 
Board, as well as many other authorities, has argued that the Act’s stated 
policy and procedure encourage collective bargaining and collective agree¬ 
ments, which, it believes, are “primarily” responsible for the relative 
absence of strikes in railway and air transportation. 12 

Undoubtedly, the Railway Labor Act has encouraged the making of 
collective agreements, particularly in the earlier years of its existence 
when collective bargaining was so much less universally accepted. Few 
will also deny, however, that the National Labor Relations (Wagner) 
Act also resulted in a substantial increase in collective agreements. Is 
the strike record under the Railway Labor Act superior to that in many 
other industries because the Railway Labor Act makes it the duty of 
unions and employees to settle disputes peacefully, whereas the Wagner 
Act did not deal with labor-management disputes? One may w T ell doubt 
that policy pronouncements have so compelling an influence. Rather, it 
seems wiser to conclude that, although this portion of the Railway Labor 
Act has probably been of some value in maintaining industrial peace, its 

12 National Mediation Board, The Railway Labor Act and the National Mediation 
Board (Washington, 1940), p. 43. 
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influence has not been nearly so significant as the Mediation Board 
claims. 


Mediation 

If the parties are unable to settle a dispute by collective bargaining, 
they may seek mediation by the National Mediation Board, or the Media¬ 
tion Board “may proffer its services in case any labor emergency is found 
by it to exist at any time.” 

On the basis of statistics which show that mediation has settled far 
more cases than other forms of intervention, both the Mediation Board 
and most of the observers who have studied the Railway Labor Act have 
concluded that mediation is the most important and most effective 
method of federal intervention under the Railway Labor Act. There is no 
doubt that both the railway and air transport industry have profited from 
the availability of competent mediation services which have had the 
respect of the participants in collective bargaining in these industries 
to a degree which the United States Conciliation Service was never able 
to achieve in other industries. To that extent the National Mediation 
Board and its employees have performed a real service in aiding industrial 
peace. 

On the other hand, statistics of cases settled, and arguments based 
thereon, do not distinguish qualitatively among cases. A dispute involving 
all the standard unions and railroads and one involving three train dis¬ 
patchers on a single road receive the same weight. Actually, only three 
nation-wide railroad wage cases have been settled by mediation since 
1936; those occurred in 1937, 1948, and 1949, and the 1948 case came 
after the wage “pattern” had been set. In an industry like the railroads 
where national collective bargaining settles basic wage issues, it would 
be surprising indeed if most of the cases requiring government interven¬ 
tion were not settled by mediation. Hence, the fact that mediation is 
used more than any other form of government intervention does not mean 
that it is either the most satisfactory or the most successful, but rather 
that it is the method most useful for minor controversies when the major 
issues have been disposed of. 

One should not infer from this discussion that mediation is unimpor¬ 
tant in railway labor disputes. Quite the contrary is true. The existence 
of a mediation agency having the respect of the parties has aided im¬ 
mensely in bringing about peaceful settlement of numerous cases. Some 
of these cases conceivably might have erupted into stoppages if such 
competent or influential mediation were not present. Undoubtedly also, 
mediation under the Railway Labor Act has prevented minor disputes 
from becoming major ones. Again, however, this does not make mediation 
the most effective or most important method of settlement especially in 
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view of the refusal of railway carriers and unions to utilize mediation for 
critical cases. It is difficult, if not impossible, to rank methods of settle¬ 
ment in view of the various factors involved, and not practical here to 
do so. 

In the air transport industry, mediation under the Railway Labor Act 
has been of considerable aid in peaceful settlement. The parties are still 
new at collective bargaining and the service of experienced mediators 
who have been held in high repute has acted as a restraining influence 
as well as a guide in collective bargaining. 

Arbitration 

If the National Mediation Board is unable to settle a dispute by medi¬ 
ation, it must request the parties to arbitrate. Either or both may refuse 
to do so without penalty. If, however, both agree, Sections 7, 8 and 9 
provide detailed procedure for the establishment of an arbitration board 
and for the conduct and enforcement of the arbitration. This procedure 
was first worked out under the Erdman Act of 1898 and was later modified 
and refined under the Railway Labor Act of 1926. An award issued under 
this procedure is final and binding on the parties as it is filed in the nearest 
federal district court and becomes a court order. It is enforceable as such 
unless overturned on one or more of the following three grounds: that 
either the award or the proceedings were not in conformity with the re¬ 
quirements of the Act; that the award did not conform nor confine itself 
to the stipulations of the agreement to arbitrate; or that fraud or corrup¬ 
tion affected the result of the arbitration. 

Under the Railway Labor Act, arbitration boards may be composed 
of either 3, or of 6 members, who are evenly divided between those chosen 
by unions, those chosen by carriers, and those representing the public. 
Public members are selected by the partisan members or by the National 
Mediation Board if the partisan members are unable to agree. Arbitration 
boards may be reconvened to interpret any section of an award on which 
the parties disagree. 

Perhaps the most surprising thing about arbitration under the Rail¬ 
way Labor Act is that it has been used so infrequently. To be sure, be¬ 
tween 1926 and 1934, a total of 538 disputes were settled by arbitration. 
Most of these disputes, however, were over contract interpretation or 
else involved unsettled grievances. Since 1934 such disputes have been 
handled by the National Railroad Adjustment Board. 13 

Between 1934 and 1947 when arbitration of disputes involving con¬ 
tract interpretation and arbitration of disputes arising out of proposed 
contract changes have been processed se parately , only 104 cases of the 


19 See above, p. 621, note 9. 



626 


LABOR RELATIONS AND PUBLIC POLICY 


latter type were submitted to arbitration boards and only 3 of these (2 in 
1946 and 1 in 1947) were eases involving nation-wide railway disputes. 

The reason for this lack of interest in arbitration appears to be the 
existence of other means of settlement. Minor disputes have been settled 
mainly either by the parties or by mediation. This is, of course, all to the 
good since the responsibility for settlement is directly on the parties. On 
the other hand, major disputes (as well as many minor ones) have tended 
to go to emergency boards rather than to arbitration boards. The reason 
for this is rather obvious. As Professor Slichter has pointed out “it is 
easier for the representatives on one side or the other to . . . refuse to 
arbitrate if an immediate result is not a strike or a lockout, but the ap¬ 
pointment of an emergency board which has no authority to make a 
binding award/’ 14 

Despite the reluctance of the parties to utilize arbitration as much as 
they might, it has proved a valuable means of effectuating peaceable 
settlement under the Railway Labor Act. This has been true not only 
on the railroads but also on the airlines. There has been a strong tendency 
on the part of both airline management and unions to use arbitration 
when direct negotiation and mediation have failed. In an industry which 
has had complex growing pains and in which collective bargaining is new, 
such as the airlines, a well-defined arbitration procedure is a valuable 
safeguard. 

Emergency Railway Disputes 

Between 1926 and 1934 when the act w r as amended, only two minor 
strikes occurred and only 10 emergency boards were appointed. In at 
least one case, a board’s recommendation was disregarded by a carrier 
but no strike occurred although the resulting grievances did cause a 
stoppage in 1936. 15 

Five of the 10 boards appointed during this period were created in the 
fiscal year 1933-34. The fact that as many boards were appointed during 
the last year of the unamended act as in the previous 7 is attributable to 
the increased organizing activity begun in that period and the disputes 
resulting therefrom; and also to the greater willingness on the part of 
President Roosevelt, as compared to his predecessors, to appoint emer¬ 
gency boards. 

Of the 10 emergency boards appointed prior to July 1934, 9 involved 
relatively minor cases concerning small segments of the railroad system 
and only 1 involved a regional case of major importance. 

Between 1933-35 the Federal Coordinator of Transportation over- 

14 S. H. Slichter, “The Great Question in Industrial Relations,” New York Times 
Magazine (April 27, 1947), p. 5. 

16 This involved the Louisiana and Arkansas Railroad. 
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shadowed both the United States Board of Mediation and its successor 
agency, the National Mediation Board, and to a considerable degree 
usurped the functions of both. Nation-wide negotiations between carriers 
and unions were mediated by the Federal Coordinator and frequently 
by the President himself. In a period of turmoil in industrial relations, the 
major disputes were thus handled outside the framework of the Railway 
Labor Act. 

In 1937 the railway unions negotiated a general wage increase with 
the carriers with the help of mediation by the National Mediation Board. 
The following year as a result of the recession, the carriers made a demand 
for a 15 per cent nation-wide wage reduction. The case went to an emer¬ 
gency board, which recommended that the demand be denied. The carriers 
acquiesced in the settlement. This was the last major dispute prior to 
1941. 

It was in the period 1933 to 1941 that the Railway Labor Act achieved 
its reputation as a “model law.” This reputation was based on an alleged 
relationship between railway labor peace and the procedures of the Rail¬ 
way Labor Act compared with strife in industry generally where the act 
did not apply. A more sophisticated analysis would point to the absence 
of great organizing drives and new unionism on the railroads at a time 
when industry generally was involved in the difficult task of adjusting to 
unionism for the first time. 

The tone of wartime labor relations on the railroads was set by the 
1941 dispute in which all the standard railway unions demanded substan¬ 
tial increases and an emergency board was appointed to hear the case on 
a national basis. The recommendations of the board did not meet the 
unions' desires. They appealed to President Roosevelt; he reassembled 
the board and in effect put pressure on the carriers and the board to grant 
further increases, which was done. 

Since the 1941 case, similar developments in emergency cases have 
been common. The 1943 Diesel dispute, the 1943-44 national operating, 
the Illinois Central case of 1945, the 1946 and the 1947 wage cases were 
the most important of those which featured union repudiation of emer¬ 
gency board decisions, threatened or actual strikes, and usually govern¬ 
ment seizure, culminating on several occasions with more favorable terms 
to the unions than were recommended by the boards. Further union re¬ 
pudiations of emergency board recommendations were involved in the 
1943 non-operating, employees, the Pacific Electric, and the Chicago- 
Milwaukee Interurban cases, but these were complicated by rulings of 
the Office of Economic Stabilization. 16 

16 A history of these cases is found in H. R. Northrup, “The Railway Labor Act 
and Railway Labor Disputes in Wartime,” American Economic Review , 36:324-343 
(1946). 
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In addition to the railway industry, the jurisdiction of the Railway 
Labor Act has, since 1936, extended over air transport. There have been 
three emergency boards appointed for that industry. 17 The first involved 
the dispute over four-engine aircraft pay rates between several airlines 
and the Air Line Pilots Association. Its report was repudiated by pilots, 
who struck Trans-World Airline in October 1946. The strike was settled 
by an agreement to arbitrate which won the union more favorable terms. 18 

The second airline emergency board was appointed after the Inter¬ 
national Association of Machinists grounded Northwest Airlines by a 
strike of mechanics on July 3, 1946. The board recommended denial of 
most of the union's demands, whereupon the union by what it termed 
“energetic bargaining” succeeded in obtaining a substantial portion of 
these demands anyway. 

The final airline emergency board was appointed after a strike of 
clerks, mechanics, and pilots on National Airlines had apparently been 
broken by the company. The emergency board sided with the strikers, 
and a settlement was reached in their favor. 

Analysis of Emergency Board Procedure 

Much of the blame for the failure of Emergency Board procedure 
since 1941 has been placed on activities of the Office of Economic 
Stabilization which modified Emergency Board awards in three rela¬ 
tively important cases. It is certainly true that the Office of Economic 
Stabilization acted in these cases without a proper consideration of the 
delicate tensions inherent in labor relations, but it should also be noted 
that what the railway employees wanted, and later did secure by getting 
their stabilization machinery entirely separated from the Economic 
Stabilization Office, was special treatment under wage stabilization 
similar to the special treatment that they receive under collective bar¬ 
gaining and social insurance legislation. 

It should also be noted that the Office of Economic Stabilization and 
the War Labor Board modified downward or totally disapproved thou¬ 
sands of voluntary wage applications submitted by employers and unions 
where such applications proposed adjustments deemed incompatible with 
the wage stabilization program. Many of these applications were the 
results of agreements achieved by mediation by the United States Con¬ 
ciliation Service or by state mediation bodies. These disapprovals caused 
considerable unrest and dissatisfaction among the affected employees. 
Nevertheless, they were considered necessary to combat inflation, and 
they did not result in charges that “ procedures” under various federal 

17 Excluding two or three appointed during the war for stabilization cases. 

18 See H. R. Northrup, “ Collective Bargaining by Air-Line Pilots,” Quarterly 
Journal of Economics , 61:533-576 (1947). 
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and state mediation services were being improperly interfered with. Again 
the basic question was whether railway labor was to receive the same 
type of special privileges under wage stabilization that it has already 
received under adjustment machinery and social insurance. 19 

It should be emphasized, moreover, that the Economic Stabilization 
Office did not initiate the rejection of recommendations of emergency 
boards, nor did it devise any new method of settling disputes under the 
Railway Labor Act. The 1941 wage movement set the pattern for the 
adjustment of railway labor disputes during wartime. The railway unions 
themselves rejected the award of the 1941 emergency board, and because 
of their economic and political power, they were able to obtain the aid 
of President Roosevelt in putting pressure on the carriers to grant addi¬ 
tional compensation over and above what the 1941 emergency board 
had recommended. Subsequent cases were handled in a like manner, thus 
providing considerable evidence that the procedures of the Railway Labor 
Act are effective in maintaining labor peace only so long as they provide 
results satisfactory to the unions. 20 When the contrary occurs, as it so 
often has recently, it appears that the awards of emergency boards are 
simply rejected and the unions make use of their political power to achieve 
their ends. 

These wartime developments should not be surprising. The Railway 
Labor Act was conceived by the railway unions, and its adoption into 
law “-particularly the 1934 amendments—stands as testimony to their 
political power. What could be more logical than the further use of 
political power by these unions to achieve their desired ends whenever 
the procedures of the act fail to do so? 

As a matter of fact, governmental labor machinery, whether “pro¬ 
labor” such as the Railway Labor Act, or “anti-labor” like the Taft- 
Hartley Act, is not only generally the consequence of organized labor’s 
political power, but it ensures continued labor activity in the political 
field. Labor leaders cannot afford many adverse decisions from govern¬ 
ment tribunals without seriously endangering their positions within the 
union. They have been selected to produce results. If they fail, their 
constituents will replace them with aspirants who promise success where 


19 In regard to social insurance, see R. B. Robbins, Railroad Social Insurance: 
Favored Treatment Verstis Social Insurance , National Economic Problems No. 405 
(New York, American Enterprise Association, 1945); and J. M. Elkin, “The 1946 
Amendments to The Railroad Retirement and Railroad Unemployment Insurance 
Acts,” Social Security Bulletin, 9:23-29 (1946). 

20 That is not to imply that if the railway unions were to demand a 30 per cent 
increase, they would reject an emergency board recommendation of any less. To those 
familiar with the bargaining process, however, a recommendation of 18 per cent 
may be very satisfactory to a union demanding 30 per cent, whereas a 10 per cent 
recommendation may be unsatisfactory. 
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their predecessors have failed. Hence, labors leaders must seek to prevent 
the appointment of unfriendly or even neutral persons to key adminis¬ 
trative posts, and they must keep up an unending pressure on govern¬ 
ment labor agencies. In short, union leaders must develop political ma¬ 
chines capable of decisive action in enough instances so as to command 
the respect of elected and appointed officials. These facts have been as 
well-known to the conservative leaders of the railway unions for 25 years 
as they have been to the leaders of the CIO Political Action Committee 
since the formation of that organization. 

We have already noted that emergency board procedure has inter¬ 
fered with use of voluntary arbitration. It has had the same effect on 
collective bargaining. It has been used by the parties as a substitute for 
collective bargaining. Thus the emergency board in the 1948 wage and 
rules cases stated: 

The board was not asked, on this conversion rule issue, to resolve a 
question of principle. It was made, instead, the target for a barrage of 
conflicting arguments about a lot of little details. We were asked to find 
the answers to all these quibbles in a mass of evidence and testimony 
which covered 230 pages of exhibits and 150 pages in the record. This 
was to be done, within a 2-week period, as 1 little piece of a job which 
included the disposition of 36 other issues on the basis of well over 
12,000 pages of testimony and exhibits. 21 

Such a development is probably inevitable. It is the easy way out for 
the parties to let someone else make the decision for them. In that way 
they avoid the responsibility, and under the emergency board procedure, 
still remain free to act. 

It is, moreover, not practical to assume that any strict limit can be 
kept on the number of emergency boards which are to be appointed. As 
long as emergency board procedure is available, one side or the other will 
create the “emergencies” if the possibility of gaining a better settlement 
exists. When that occurs, the pressure on the President, or whoever must 
appoint such boards, from well-meaning citizens and newspaper head¬ 
lines to prevent the “emergency/ 7 plus added pressure from labor or 
industry to aid the emergency creator usually results in the appointment 
of a board, the establishment of a precedent, and an ever increasing 
number of “emergencies” and boards. In addition to railway labor 
experience, ample evidence to support this analysis is found in our war 
labor history, as well as in the experience of other countries which have 
utilized similar machinery. 22 


21 J Report of the Emergency Board in re [certain Railroads] . . . and the Brotherhood 
of Locomotive Engineers , et al., 1948. 

82 See B. M. Stewart and W. J. Couper, Fact Finding in Industrial Disputes (New 
York, Industrial Relations Counselors, 1946); and the following Chapter, pp. 650-656. 




Adjustment Machinery—Federal, State, 
Local, and Emergency 


The United States Conciliation Service 

The act of 1913, which created the United States Department of 
Labor, contained a paragraph authorizing the Secretary of Labor to medi¬ 
ate disputes and to appoint commissioners of conciliation for that purpose. 
This phase of the Department’s work quickly expanded until a special 
division known as the “United States Conciliation Service” was estab¬ 
lished in 1917. At its World War II peak, the Service employed 250 
persons. Its headquarters was in Washington, D. C., but it has established 
regional offices in the chief industrial centers of the nation. Among its 
personnel were industrial engineers, who were assigned to assist employers 
and unions on controversies involving such technical questions as piece¬ 
work adjustment. In 1947 it was abolished by the Taft-Hartley Act and 
an independent agency, whose functions remained basically the same, 
was substituted for it. 

The Work of the Conciliation Service, 1917-47 

The United States Conciliation Sendee regarded as its primary duty 
the peaceful settlement of labor disputes by informal mediation. The 
conciliators were available (unless overloaded with work) anywhere in 
the country within 12 hours after a call for their assistance. Those 
assigned to the case then usually arranged a meeting, or a series of meet¬ 
ings, with the disputants, at which they attempted to mediate the con¬ 
troversy. These meetings were informal in character, governed by no 
rules of procedure, and featured by no verbatim transcriptions, nor 
other marks of the formal judicial process. If the disputes were “hot,” 
or if the conciliator preferred, he could meet with each of the parties 
separately, either before the joint gatherings, or between such sessions. 
In this manner, he could more readily learn the difference between what 
the parties said they wanted, and what they were willing to settle for. 
Such knowledge, of course, is extremely valuable in narrowing the area 
of disagreement. 1 

1 H. S. Kalfcenborn, Governmental Adjustment of Labor Disputes (Chicago, The 
Foundation Press, 1943), pp. 13-17. 
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Quite frequently, the Conciliation Service was not notified of a labor 
controversy until a strike or lockout had already occurred. Then the 
conciliator had the delicate task of attempting to bring about a quick 
settlement between parties whose nerves, pocketbooks, and positions 
had already been adversely affected by industrial warfare. In such case, 
the job is difficult, and often impossible until one side or the other, or 
sometimes both, comes to the realization that concession is less costly 
than continued strife. 

In some cases, the Conciliation Service proffered its assistance without 
being asked by either party, hoping to avert a strike. Only in relatively 
few widely publicized, or extremely important cases, however, could 
the Conciliation Service be expected to know of impending strikes or 
lockouts. It depended on one of the parties to the dispute, or an inter¬ 
ested third party, e.g., a city mayor anxious to avoid a strike in his 
locality, for prior notice, unless its regional staff could ferret out the 
information. 

It must be stressed that whether it was requested to intervene by 
an interested party, or whether it proffered its assistance, the Conciliation 
Service could not force itself upon a recalcitrant party. If a union or an 
employer refused to meet with a conciliator, there was nothing that the 
Conciliation Service could do about it. It was a completely voluntary 
agency whose services could be requested or declined at the discretion 
of an affected party. 

The Effectiveness of the Conciliation Service, 1917-47 

The effectiveness of the Conciliation Service in reducing labor strife 
was the subject of much discussion, centering around the following points: 
(1) that the statistics reported by the Conciliation Service which purport 
to demonstrate its effectiveness do not necessarily prove anything; (2) 
that the Conciliation Service either was, or was considered by employers, 
as a labor partisan, and hence was somewhat less effective than might 
otherwise be the case; and (3) that both in World War I and in World 
War II, conciliation failed to such an extent that to supplement it, special 
war agencies had to be created; and (4) that the Service was handicapped 
by lack of statutory policy. 

As to statistics, during the 30 years of its life, the Conciliation Service 
handled approximately 45,000 cases. The Service claims that approxi¬ 
mately 80 to 90 per cent were “ adjusted satisfactorily.” Annual reports 
of the Department of Labor contain statements similar to the following 
made in 1941 by Dr. John Steelman, until recently Director of the Service, 
that “the Service was able to prevent from becoming strikes or lockouts 
slightly more than 90 per cent of the 2,251 definitely threatened strikes 
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and controversies which were brought to its attention in advance of 
stoppage action.” 2 

Although these statistics would seem to indicate a very high level of 
effectiveness, they are subject to many qualifications. In the first place, 
the mere threat to strike or to lockout may be only a bargaining device 
which the threatening party has no intention whatsoever of carrying out. 
Although it is not possible to determine the extent of such cases, they 
undoubtedly predominate. Strikes and lockouts are costly, and unions 
and employers, unless immature or inexperienced, are not apt to engage 
in them without due consideration. In cases of this typ<-, the Conciliation 
Service has an important duty in easing the way for parties to make 
concessions without loss of face, and in thus preventing impasses which 
might have degenerated into prolonged bad feeling or even into stoppages. 

The statistics of the Conciliation Service also fail to account for the 
qualitative factor in labor peace. A strike of 10 dishwashers and one of 
500,000 bituminous coal miners or a dispute amicably disposed of involv¬ 
ing these two groups cannot be differentiated by the Service’s figures de¬ 
spite the relative indifference to the public as to what occurs in one case 
and the great interest of the public in the other. 

Finally, many cases listed by the Conciliation Service as “satisfac¬ 
torily adjusted” may have been settled by the parties without outside 
help or referred to another agency, such as the National Labor Relations 
Board, which actually achieved the settlement. 

The Department of Labor was created as a consequence of agitation 
by trade unions, and its secretaries from 1913 to 1933 were all former 
union officials. In his second annual report, the first Secretary of Labor 
stated; “Primarily the Department of Labor must conserve in industrial 
disputes the interests of the wage earners of the United States.” 3 Since 
then, the Conciliation Service has been often charged with being a labor 
partisan. 

The creation of the Conciliation Service as a separate division within 
the Department helped toward furthering an impartial atmosphere, but 
did not sufficiently overcome the earlier partisan approach to the satis¬ 
faction of leading employers, who continued to regard anything connected 
with the Department of Labor as under union influence. Moreover, dur¬ 
ing the 1920’s especially, and during recent years as well, a large number 
of Conciliation Service mediators were drawn from the ranks of unions. 
The Conciliation Service has, in the past, defended this practice on the 
ground that the only available experienced, qualified men have partisan 

* Txventy-Ninth Annual Report of the Secretary of Labor (Washington, U. S. Depart¬ 
ment of Labor, 1941), p. 19. 

8 Second Annual Report of the Secretary of Labor (Washington, U. S. Department of 
Labor, 1914), p. 21. 
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backgrounds and that previous partisanship does not prevent impartial¬ 
ity or competence. 4 * There is considerable truth in the arguments of 
the Service, but large sectors of business have remained decidedly 
unconvinced. 

Because of the belief that any mediation agency connected with the 
Department of Labor will necessarily be regarded as a labor partisan, 
many observers recommended that the Conciliation Service be removed 
from the Department of Labor and set up as an independent agency. 
Those expressing this opinion believed that such a change would give the 
Conciliation Service the impartial atmosphere which benefits it. 6 

In other quarters, however, this position was less favorably regarded. 
The war witnessed the mushroom growth of an unparalleled number of 
agencies which dealt with various aspects of labor problems without either 
cohesion or central direction, and as a result, often at cross purposes. The 
late Secretary of Labor, Mr. Schwellenbach, undertook to bring these 
labor agencies within his Department and to streamline them in order to 
avoid duplication, waste, and diversity of policy. And the 1946 Labor- 
Management Conference proposed that the Conciliation Service be kept 
within the Department of Labor, but that steps be taken to strengthen 
it. 

The first of these steps was through realization that first-class men 
cannot be hired at second-class salaries. The Director of the Conciliation 
Service, as Professor Sumner H. Slichter has pointed out, occupies a posi¬ 
tion of great importance, comparable, e.g., to the chairman of the Board 
of Governors of the Federal Reserve System. Certainly, the head of any 
agency devoted to the maintenance of industrial peace by voluntary, 
democratic persuasion should be at least so considered. Accordingly, a 
salary of $8,000 or $10,000 is insufficient to attract top men for such a 
position today considering the headaches and thanklessness of the task; 
and considering also that both private industry and unions can offer so 
much more. 

Equally important to raising the Director’s salary was the necessity 
of revising upward the pay of the mediators of the Conciliation Service. 
Prior to 1947 conciliators received $2000 to $5000, with the bulk around 
$3500. This was obviously too low. A first-class mediator performs in¬ 
valuable service in preventing industrial strife and consequent loss to 
the economy. If these salaries had been raised to a $5000~$10,000 range 
with an average of $7500, the Conciliation Service would have had its 


4 Second Annual Report of the Secretary of Labor (Washington, U. 8. Department 

of Labor, 1914), p. 47. 

6 Cf., e.g., H. S. Kaltenborn, Governmental Adjustment of Labor Disputes (Chicago, 
The Foundation Press, 1943), pp. 24-27; A. L, Bernheim and D. Van Doren (eds.), 
Labor and the Government (New York, The Twentieth Century Fund, 1935), pp. 349-50. 
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pick of good mediators. Although salaries were raised in 1946, they still 
are insufficient to command first class personnel. 

As to the alleged failure of the Conciliation Service in the two world 
wars, it has been charged that the very necessity to create war labor 
agencies to deal with labor disputes is indicative of the manner in which 
the Conciliation Service has failed to maintain industrial peace in time of 
crisis. Such reasoning appears to mistake the function of the Conciliation 
Service for an instrument of final authority rather than a voluntary medi¬ 
atory agency. The Conciliation Service was not equipped for great emer¬ 
gencies like wars because it could only persuade. If persuasion fails in 
peacetime, strikes are likely to occur. The only alternative is authori¬ 
tarian control, which Americans have so far rejected. In wartime, how¬ 
ever, the national emergency requires industrial peace. To achieve such 
peace, emergency agencies have been created to dispose of cases which 
the Conciliation Service cannot settle on a voluntary basis. To say that 
the Conciliation Service has failed because such emergency measures 
have been necessary is therefore scarcely accurate. 

Finally, there is the charge that the Conciliation Service is hindered 
by the lack of a definite statutory policy. Usually the advocates of this 
allegation make plain their belief that the Service should be revamped 
and made a three-man board, guided by a law similar to the Railway 
Labor Act which would declare that it was public policy to encourage 
peaceful settlement of labor disputes and written labor agreements. 6 
Those who hold this opinion usually believe that the Railway Labor Act 
has been much more successful than has actually been the case. They 
also have greater faith in mere statutory pronouncements than is war¬ 
ranted. By and large, however, critics of the Conciliation Service pre¬ 
vailed over its advocates in 1947 when the Taft-Hartley law was 
enacted. 

The Conciliation Service Under the Taft-Hartley Act 

In the early postwar period, Secretary of Labor Schwellenbach made 
valiant attempts to improve the Conciliation Service. A labor-manage¬ 
ment committee was appointed to supervise reorganization. A new direc¬ 
tor, Edgar Warren, brought in many new conciliators from the War 
Labor Board which gave the organization a new and improved look. 
Industry and labor spokesmen joined in praising the results—one of the 
few concrete agreements of President Truman’s ill-fated Labor-Manage¬ 
ment Conference of 1946. 

Unfortunately, Congress did not accept these changes. Despite the 

6 H. S. KaltentJbm, Governmental Adjustment of Labor Disputes (Chicago, The 
Foundation Press, 1943), pp. 30-32. 
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almost unanimous recommendation of labor and industry spokesmen, the 
Conciliation Service was abolished by the Taft-Hartley Act and its per¬ 
sonnel transferred to a new independent agency, the Federal Mediation 
and Conciliation Service. The immediate effect on the Service was to 
undo most of the improvements made under Mr. Warren. He resigned, as 
did most of his key personnel. The new Federal Mediation and Concilia¬ 
tion Service also abolished the Technical Division of its predecessor 
agency. Thus, it commenced operations with a staff of experienced con¬ 
ciliators, but most of them were not top-drawer personnel. 

The Taft-Hartley Act provided for a single director of the new Service 
with a salary of $12,000. The man selected for the job by President Tru¬ 
man, Cyrus Ching, veteran labor relations head of the United States 
Rubber Company, had the respect of both labor and industry. He did 
much to salvage the Service and put it on its feet, but he was consistently 
handicapped by inability to recruit first-class personnel despite the higher 
salary brackets established under Edgar Warren’s directorship, perhaps 
because the tug of war over whether the agency should be within or with¬ 
out the Department of Labor made employment as a conciliator insecure 
and generally unattractive. 

In establishing a separate Conciliation and Mediation Service, the 
Taft-Hartley Act gave the Service the statutory base which it previously 
lacked. In addition, Section 201 of the Taft-Hartley Act set forth the 
policy of the federal government as the peaceful settlement of labor dis¬ 
putes by collective bargaining; Section 203 directed the Service to mini¬ 
mize work stoppages by mediation and encouragement of voluntary arbi¬ 
tration; Section 204 admonished labor and industry to cooperate fully 
with the efforts of the Service to settle strikes; and Section 205 established 
a labor-management advisory panel for the Service similar to the one 
voluntarily set up under Warren’s directorship. Finally, Section 8 (d) of 
the Taft-IIartley Act required labor and management to notify each other 
of intent to modify a collective agreement at least 60 days prior to the 
termination date of the agreement and to notify the Service and any 
appropriate state agency 30 days later if no agreement had been 
reached. 

There is no evidence that the provisions of the Taft-Hartley Act 
resulted in any significant improvement in the work of the Conciliation 
Service. The director of the Service, Mr. Ching, claimed that his organiza¬ 
tion was more acceptable to employers as an independent agency than 
as a part of the Department of Labor. If correct, this fact may well have 
been more attributable to Mr. Ching’s status among employers and to the 
pro-employer atmosphere generated by the Taft-Hartley Act than to the 
severance of the agency from the Department of Labor* 

Moreover, the statutory recognition of the Service and the policy pro- 
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nouncement set forth in the Taft-Hartley Act were in some cases more 
hindrance than help. Since the Service owed its life as an independent 
agency to that law, it was included in labor's emotional attack on the 
Taft-Hartley Act. A goal of all unions in the 1948 presidential campaign 
was repeal of the Taft-IIartley Act. Not only did union officials decline 
to utter a kind word for the Service under Mr. Ching when blasting the 
Taft-Hartley Act, but they almost unanimously urged the return of the 
Service to the Department of Labor. Moreover, union participation in the 
Service's labor-management advisory panel was perfunctory at best. 

Finally, the requirement that the Service be notified of all pending 
disputes was of less aid than anticipated because unions and employers 
sent such notices as a matter of form in order to comply with the law. The 
Service was therefore in no better position to know where strikes actually 
were threatened than it had been prior to the passage of the Taft-Hartley 
Act. 

The victorious reelection campaign program of President Truman in¬ 
cluded promise both of the Taft-Hartley Act repeal and the return to the 
Department of Labor of agencies sheared from it by the Republican 
Eightieth Congress. Mr. Ching immediately indicated he would resign if 
the Service was restored to the Labor Department, but the new Secretary 
of Labor, Maurice J. Tobin, was outspokenly in favor of restoring the 
Service to his Department. 

The Conciliation Service thus became involved in a contest over struc¬ 
ture which was of no great importance basically, but which undoubtedly 
has reduced its effectiveness. Under the post-World War II guidance of 
Edgar Warren, the Service was given a sound injection of new, able 
personnel and other reforms were inaugurated. Then by reorganizing the 
Service, the Eightieth Congress abolished the Warren reforms; and by 
including the reorganization in the Taft-Hartley Act, the Congress in¬ 
sured labor opposition. The debates in Congress and out over whether 
the Service should be returned to the Department of Labor kept the pot 
boiling. Meanwhile, attention was distracted from the really important 
matter—that the Service be manned by a carefully selected, adequately 
trained and absolutely impartial staff. It is truly unfortunate that the 
comment of one of the authors made in June 1946 in connection with 
bills then pending in Congress should still be applicable: “If the media¬ 
tion services of the government are to be revitalized successfully, they 
must not be joined to a measure designed to amend prolabor or antilabor 
legislation; otherwise mediation will bear any onus attached to other 
provisions of the law.” 7 


7 H. R. Northrup, “A Critique of Pending Labor Legislation/' Political Science 
Quarterly , 61:218 (1946). 
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State and Municipal Adjustment Machinery 

State Mediation Agencies 

In 1878 Maryland passed an arbitration and conciliation law, and 
by 1900 similar legislation had been enacted by 25 states. In the ensuing 
decades, however, most of these laws either were repealed or were ignored. 
As late as 1932, Professor Edwin E. Witte found that only New York, 
Pennsylvania, and Massachusetts had been active in the adjustment of 
labor disputes continuously since 1900, and that except in these 3 states 
there was not “a single state employee devoting full time to mediation 
in labor disputes/’ 8 

Beginning in 1933, however, and especially since the 1937 wave of 
strikes, “many states have either revived dormant adjustment agencies 
or have passed new legislation authorizing such agencies.” 9 Today all 
but a half dozen states have provisions in their laws for the adjustment 
of labor disputes. 10 

In only a few of the states is the adjustment of labor disputes made 
a full-time job. Nor is that surprising. In many states, there would not 
be enough work to keep even a single conciliator, let alone a board or 
commission, occupied. Other states prefer to leave adjustment work to the 
Federal Conciliation Service, with such assistance from the state indus¬ 
trial commissioner, or the state department of labor, as can be rendered 
by such an agency, which is usually overburdened with work as well as 
under budge ted, and which also rarely has qualified mediators on its staff. 
The states which, in contrast to the general rule, are most active in the 
adjustment of labor disputes are Connecticut, Massachusetts, Michigan, 
Minnesota, New Jersey, New York, Pennsylvania, California, and 
Wisconsin. 11 In all these states, a special agency devotes full time 
to the job. Since space limitations preclude analysis of the experience 
of all state agencies, a short discussion of the New York State Board 
of Mediation will serve to highlight the problem of state mediation 
agencies. 


8 Edwin E. Witte, The Government in Labor Disputes (New York, McGraw-Hill 
Book Company, 1932), pp. 252-253. 

8 H. S. Kaltenborn, Governmental Adjustment of Labor Disputes (Chicago, The 
Foundation Press, 1943), p. 172. 

10 For a summary of the various state laws, see H. S. Kaltenborn, Governmental 
Adjustment of Labor Disputes (Chicago, The Foundation Press, 1943), Appendix A; 
and Charles C. Killingsworth, State Labor Relations Acts (Chicago, University of 
Chicago Press, 1948), pp. 293-298. 

11 H. S. Kaltenborn, Governmental Adjustment of Labor Disputes (Chicago, The 
Foundation Press, 1943), pp. 175-178; also see Business Week (January 29, 1949), 
pp. 72-74. 
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The New York State Board of Mediation 

Since 1886, New York has had official state machinery devoted to the 
settlement of industrial disputes. Various agencies were created and 
functioned with limited funds and not too much success until 1937 when 
the New York State Board of Mediation was created. 

The New York State Board is composed of five members, one of 
whom acts as chairman. The Board’s main office is in New York City, 
but it has established branch offices in other parts of the state. Its staff 
of mediators are available anywhere within the state on short notice. 

Like the Federal Conciliation Service, the New York Board is a 
voluntary body. It is either asked to enter a controversy, or it may proffer 
its services, but it has no authority to compel the acceptance of its serv¬ 
ices. Unlike the Conciliation Service, it is empowered to hold public 
hearings and to subpoena witnesses, but its subpoena powers do not 
become effective until after a party has voluntarily accepted its services. 12 

If the New York Board fails to settle a case, it may certify that fact 
to the State Industrial Commissioner, who may at his discretion appoint 
an ad hoc emergency fact finding board to consider the dispute and make a 
report to the Commissioner, which may be made public. The New York 
Board has rarely followed this procedure, preferring to maintain its 
voluntary method. 13 

Few state agencies, if any, have been involved in so many and so 
important labor disputes with such a good record of averting strikes as 
the New York Board. No little of the Board’s success may be attributed 
to its personnel, which has included William H. Davis and Arthur Meyer 
among others. Both Messrs. Davis and Meyer have not depended on the 
New York Board for their main source of income, however; if they had 
not been able to contribute the major share of their services, it is very 
doubtful if they, or men of their caliber, would be available to the New 
York Board. Although the salary scale of the Board compares favorably 
with those of other similar state agencies, it is below that of the Federal 
Conciliation Service, which, we already noted, is none too adequate. 

The relations of state mediation agencies with the Conciliation Service 
have not always been as cordial as their work necessitates. For example, 
in New York, till recently a strike might find representatives of both the 
New York State Board of Mediation and the Conciliation Service on 
hand, with each anxious to achieve credit for terminating the stoppage, 
and competing, rather than cooperating, to that end. Such an agency 

14 In Re New York State Board of Mediation , 298 N. Y. S. (1937), p. 934. 

m W. P. Arenwald, “ Mediation, Arbitration and Investigation of Industrial Dis¬ 
putes in New York State, 1937-40,” Journal of Political Economy , 49 :70-76 (February 
1941). 
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jurisdictional dispute obviously retards peaceful settlement and should 
not be permitted to exist. 

Fortunately, relations between the Conciliation Service and the 
various state agencies have now improved. In Pennsylvania, cooperation 
was pioneered by an agreement whereby all strikes or threatened 
dispute notices received by either the Conciliation Service or the state 
agency are transmitted to the other, and the agency which can first reach 
the scene, or act most effectively, whether state or federal, assumes sole 
charge. In New York and New Jersey, an excellent wartime arrangement 
was worked out between the Conciliation Service and the two state 
mediation boards, whereby the Conciliation Service in effect permitted 
these state agencies to certify cases to the War Labor Board. This per¬ 
mitted the agencies to continue their work and to relieve the overworked 
Conciliation Service during a period when otherwise they would have 
been rendered useless. And cooperation between the federal service and 
state agencies was encouraged in the postwar period by two provisions in 
the Taft-Hartley Act which (1) required that dispute notices be sent 
to state agencies as well as to the federal service; and (2) stipulated that 
the federal agency avoid intervention in any dispute having only a minor 
effect on commerce if a state agency's service was available. In 1948, the 
Federal Mediation and Conciliation Service had agreements with nearly 
all active state agencies, outlining jurisdictions and formulating a policy 
of cooperation. 14 

Municipal Adjustment Agencies 

A number of municipalities have at one time or another established 
machinery for the adjustment of labor disputes. Most have depended 
upon the volunteer services of public-spirited citizens and have ceased 
to exist after these citizens retired. Their success has been varied. Experi¬ 
enced mediators have not been available to municipalities and inexperi¬ 
enced ones have frequently done more harm than good. Strikes which 
occur on the outskirts of a city, or in its suburbs, may vitally affect a 
city, yet be outside the jurisdiction of its adjustment agency. And if 
state and federal agencies are already in operation, the intrusion of a 
municipal board may only complicate matters. 16 

The three cities which have been most active in the settlement of labor 
disputes in recent years have been New York City, Newark, N. J., and 
Toledo, Ohio. In New York City, the Mayor maintained a labor relations 
secretary whose time has been devoted to mediation since 1937, when the 
New York City Industrial Relations Board was abolished and the New 

14 Business Week (January 29, 1949), p. 74. 

16 W. L. Nunn, “Local Progress in Labor Peace/’ National Municipal Review, 
29:784-791 (December 1940). 
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York State Board of Mediation created. The labor relations secretary 
acted only after checking with the State Board and the U. S. Conciliation 
Service. For the most part, it appears that the duty of the Secretary 
was to make the interest of New York’s mayor in labor peace known 
to the disputing parties in the hope that settlement would thereby be 
encouraged. 16 

In 1947 New York City reorganized its labor staff and established a 
labor management panel to aid in settling labor disputes. Mediation by 
the City is now conducted either by the labor secretary, or if he fails, by 
a tripartite panel. 

The boards of Toledo and Newark both resulted from the failure of 
states to establish effective machinery to service highly industrial cities. 
In both cities these boards had considerable success in maintaining peace. 
Both agencies, however, ceased to function during the war. The Newark 
Board went out of existence in 1941, after the creation of the New Jersey 
State Mediation Board, and the work of the Toledo agency was largely 
taken over by the Conciliation Service and the War Labor Board. 17 After 
World War II, however, Toledo reorganized its board, and it is now again 
active. In addition, Louisville, Kentucky, established an adjustment 
agency in 1947. 

Wartime Adjustment Machinery 

In peacetime, strikes are costly, but the alternative, once mediation 
or persuasion has failed, is government direction in place of free collec¬ 
tive bargaining. In wartime, however, no industrial strife can b,e toler¬ 
ated. During both World War I and World War II, therefore, compulsion 
substituted for voluntarism in the settlement of labor disputes. To lessen 
the degree of compulsion, prominent roles in wartime adjustment machin¬ 
ery were given to representatives of labor and industry. Nonetheless the 
factor of compulsion remained, and the difficulty of restoring voluntary 
collective bargaining after compulsory controls are lifted is well illus¬ 
trated by the great strike waves of both 1919-20 and 1945-46. Moreover, 
the principles and precedents developed by war labor agencies are likely 
to have permanent influence on peacetime policy. 

The World War I Labor Board 

The industrial strains created by World War I —higher prices, ex¬ 
panding industry, and labor shortages—caused considerable unrest and 

H. S. Kaltenbom, Governmental Adjustment of Labor Disputes (Chicago, The 
Foundation Press, 1943), pp. 205-208. 

17 W. L. Nunn, “ Municipal Labor Boards of Toledo and Newark/' Monthly Labor 
Revieu), 49:1045-1049 (November 1936); H. S. Kaltenbom, Governmental Adjustment 
of Labor Disputes (Chicago, The Foundation Press, 1943), pp. 208-217. 
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strife even before the United States entered the conflict. To devise reme¬ 
dies, President Wilson called a conference of labor and industrial leaders 
to formulate a national industrial relations policy. The conference, after 
10 weeks’ deliberation, agreed on an 8-point program including a pledge 
of no strikes or lockouts, the freedom of workers to organize and bargain 
collectively, and the maintenance of the status quo on the question of the 
closed and the open shop. To effectuate these policies the National War 
Labor Board of World War I was created in April 1918. The board was 
composed of 5 industry, 5 labor, and 2 public members. 18 

The World War I board was in existence for approximately one year. 
Although its guiding rule was the maintenance of the status quo in indus¬ 
trial relations generally, it had the effect of encouraging unionism and 
collective bargaining. Through it, the American Federation of Labor won 
official governmental recognition on a par with employers associations; 
and through it peaceful collective bargaining was encouraged. 19 

The World War I board was able to settle all cases referred to it with 
the exception of three or four, which were referred to President Wilson, 
who as a means of enforcing the board’s awards either took over plants 
or threatened to draft workers and bar them from war jobs. In view of the 
national emergency, labor and management generally showed a patriotic 
willingness to abide by the board’s awards. 

In addition to its National War Labor Board, World War I saw the 
creation of several industry boards in industries which the federal govern¬ 
ment either took over directly or which were considered extremely crucial 
for the prosecution of the war. They included the U. S. Railroad Admin¬ 
istration, the Shipbuilding Labor Adjustment Board, 20 the Emergency 
(building) Construction Wage Commission, the National (longshore) Ad¬ 
justment Commission, and the Arsenals and Navy Yard Wage Commis¬ 
sion among others. On each, the AFL was granted official recognition and 
peaceful collective bargaining was encouraged. Most of these special 
adjustment agencies were created prior to the World War I labor board. 
After the latter was established, appeal was provided to it from decisions 
of the industry agencies. An exception was the railroad machinery 


18 For a discussion of the World War I experience, see Alexander Bing, War-Time 
Labor Disputes and Their Adjustment (New York, E. P. Dutton and Company, 1921); 
and National War Labor Board , Bulletin No. 287 (Washington, U. S. Bureau of Labor 
Statistics, 1922). 

10 The World War I board also pioneered in such questions as representation 
elections, appropriate bargaining unit, majority rule, etc., and thus established prece¬ 
dents for various NRA boards and the National Labor Relations Board. 

20 For a discussion of the work of this agency, a typical wartime board, see W. E. 
Hotchkiss and H. R. Seager, History of the Shipbuilding Labor Adjustment Board , 
Bulletin No. 283 (Washington, U. S. Bureau of Labor Statistics, 1921). 
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which was under the exclusive supervision of the director-general of the 
railroads. 21 

With the end of the war, strikes flared up throughout the country. 
At the height of the strike wave, President Wilson convened a National 
Industrial Conference, composed of labor, industry, and public groups 
to formulate principles for a “ genuine and lasting cooperation between 
capital and labor.” The conference broke down on the issue of union 
recognition. Moreover, both industry and AFL were extremely wary of 
government-supervised collective bargaining, and unlike the situation 
on the railways, did not want it continued. Hence the World War I 
labor board had no immediate peacetime successor. 

The National Defense Mediation Board 

As the defense program got under way in 1940, strikes in crucial 
industries gave rise to increasing concern. By early 1941, it became 
apparent that emergency measures were necessary to cope with the 
situation. On March 19, 1941, President Roosevelt created the National 
Defense Mediation Board to adjust labor disputes in defense industries. 
The Mediation Board was tripartite in character, composed of 4 industry, 
4 labor and 3 public members, with alternates from all 3 groups. The 
labor representations were equally divided between the American Feder¬ 
ation of Labor and the Congress of Industrial Organizations. Disputes 
could be heard by the board only after the Secretary of Labor had certified 
that the United States Conciliation Service had been unable to settle 
them. 

Three steps were set forth in the executive order for the Board to 
follow in settling these controversies: (1) Mediation in promoting col¬ 
lective bargaining between the parties before the Board; (2) if this fails, 
suggestion of voluntary arbitration; and (3) if both of these fail, findings 
of fact and recommendations, which may be made public. 12 

Thus the Defense Mediation Board was instructed, in effect, to 
follow a procedure similar to that of the Railway Labor Act, except that 
all steps were to be undertaken by one agency, which was tripartite in 
character. 

Early in its career, the Defense Mediation Board settled several very 
difficult strikes by mediation, but soon its procedure partook of com¬ 
pulsion. If it failed to mediate a case, it issued public recommendations. 
These recommendations carried with them threats of government seizure 


21 See Chapter 28. 

22 L. J. Jaffe and W. G. Rice, Jr., Report on the Work of the National Defense 
Mediation Board, Bulletin No. 714 (Washington, U S. Bureau of Labor Statistics, 
1942), p. 1. 
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if either party refused to accept them and a stoppage resulted. Three 
such seizures occurred during the board’s 9 months’ existence. 

The most troublesome question which faced the Defense Mediation 
Board—and the one which led to its downfall—was that of union security. 
The board attempted to solve this question by “ maintenance of member¬ 
ship,” thus setting the stage for the policy of its successor agency, the 
National War Labor Board. Industry generally opposed union mainte¬ 
nance, however, and when the Defense Mediation Board declined to go 
further and grant the all union shop in the captive mines case the CIO 
members resigned and the board collapsed. 

The National War Labor Board of World War II 

The collapse of the Defense Mediation Board was followed shortly 
by the Japanese attack on Pearl Harbor. To provide for the peaceful 
settlement of wartime labor disputes, President Roosevelt followed 
Wilson’s example and convened a management-labor conference. The 
conference agreed to settle disputes without resort to strikes and recom¬ 
mended the establishment of machinery for that purpose. Management 
delegates wished to have union security provisions frozen for the dura¬ 
tion, but in effect the President accepted labor’s view by committing all 
disputed questions to the wartime settlement machinery. 

On January 12, 1942, the National War Labor Board of World War II 
was established by executive order. In June 1943, it was given statutory 
backing by the War Labor Disputes Act, passed by Congress over the 
President’s veto. The previous October it had been assigned wage control 
under the Stabilization Act. To aid in administering its functions the 
WLB also established 13 regional boards and several industry commis¬ 
sions. Its jurisdiction included virtually all American industry except 
rail and air carriers subject to the Railway Labor Act. 

Peaceful Settlement 

The War Labor Board initially attempted to decide each industrial 
dispute case on its merits. Gradually, however, it developed official 
policies on virtually every issue under dispute between the parties. It 
attempted to maintain peace in settling disputes, as a careful student of 
War Labor Board policy has noted, by using three basic approaches: (1) 
appeal to the legal framework governing industrial relations in wartime; 
(2) appeal to historical precedent, whenever possible; and (3) the use of 
the principle of compromise. 28 

The WLB used the “legal framework” method most frequently in 

2 * Joseph Shister, “The National War Labor Board: Its Significance/' Journal of 
Political Economy , 58:38 (March 1945). 
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wage cases. The Stabilization Act and the executive orders issued there¬ 
under set forth the law. Hence when a proposed increase exceeded the 
“Little SteeL’ formula, the War Labor Board had merely to cite a higher 
authority as the basis of its decision. 

The appeal to historical precedent as a basis for maintaining industrial 
peace is well explained by the following quotation. 

Where an arbitrator’s decision is based on historical precedent, espe¬ 
cially if this historical pattern has been created and/or perpetuated by 
collective bargaining, neither party to the dispute can logically accuse 
the arbitrator of attempting to innovate in the field of industrial rela¬ 
tions. Where the parties are convinced of the negative fact that the 
arbitrator is not trying to impose any *'‘revolutionary ” change on either 
of them, the first step in avoiding conflict has already been taken. And 
when, in addition, the positive part of the arbitrator’s action is molded 
along historical lines, the parties are very likely to go along with the 
decision. 24 

Thus the War Labor Board refused to disturb North-South wage 
differentials, or historical differentials between two plants of the same 
company located in different parts of the country, or even local differ¬ 
entials between two neighboring plants. Likewise, the WLB refused to 
alter union or closed shop contracts voluntarily agreed to by manage¬ 
ment—often even though a union other than the one with which the 
contract had been made later won bargaining rights. 

When the WLB had neither law nor historical precedent to guide it, 
compromise always remained. The best example is, of course, found in the 
issue of union security. The principle of maintenance of membership is 
an obvious compromise between the closed and the open shop. Likewise, 
compromise guided the War Labor Board when it acceded to unions’ 
demands for such “fringe” issues as paid vacations, paid holidays, and 
night shift bonuses, but denied demands for paid sick leave and com¬ 
pulsory group health insurance. 

The Stabilization of Wages 

Since changes in wages invariably affect industrial relations, the 
stabilization duties of the War Labor Board were closely interrelated 
with its job of maintaining industrial peace. The War Labor Board real¬ 
ized this quite clearly. For example, its attempt to eliminate interplant 
wage inequities was based not so much on stabilization principles (al¬ 
though the extent of the adjustments permissible under this concept was 
regulated by stabilization) as by a belief, as expressed by Chairman 
George W. Taylor, that “the absence of a proper internal rate alignment 

24 J. Shister, “The National War Labor Board: Its Significance/” Journal of 
Political Economy, 53:39-40 (March 1945). 
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may often be more destructive of employee morale than interplant 
differences.” 25 

But wage stabilization was not only related to peaceful labor rela¬ 
tions—it often worked at cross purposes with it. The denial of a voluntary 
application for wage increases, jointly submitted by an employer and a 
union, usually caused unrest in a plant, and sometimes a work stoppage. 
Such stoppages were directed not against employers, but against the 
War Labor Board. 

Because of this conflict between wage stabilization and labor peace 
at a time when the latter was considered paramount, compromise was 
often permitted to weaken stabilization. For example, when the 17 per 
cent per hour general increase demand of the CIO Steelworkers was 
denied, a variety of fringe issues such as improved vacations, night shift 
bonuses, and the elimination of interplant inequities was used to mollify 
the union. In sum, stabilization was made flexible to suit the immediate 
needs of labor peace. 

The Heritage of the War Labor Board 

The National War Labor Board of World War II rendered decisions 
for all industry on every conceivable aspect of industrial relations. For 
many years to come its decisions are certain to serve as a guide for rulings 
in labor disputes. The WLB established the historical precedents and the 
legal framework for arbitrators to follow, and both labor and manage¬ 
ment now turn to the WLB’s rulings for precedents in solving disputed 
questions. And this will continue to be true whether the War Labor 
Board’s decisions have been “sound” or not, primarily because the 
scope of such decisions includes all industry and all phases of industrial 
relations. 

Likewise War Labor Board decisions have furthered certain labor 
goals which have been increasingly prominent in recent years. They in¬ 
clude the following: (1) that a “responsible” union deserves union 
security; (2) that paid vacations, paid holidays, paid sick leave, group 
health insurance, night shift bonuses and other benefit issues are proper 
union objectives; (3) that unions should have a voice in the establish¬ 
ment of benefit plans and that such plans are a proper sphere of collective 
bargaining; (4) that wage rate structures should be simplified so as to 
eliminate interplant differences; and (5) that wage rates for similar 
occupations in neighboring areas should be similarly compensated. 26 

The effect of the War Labor Board on postwar labor relations was 


M George W. Taylor, “ Wage Regulation in Post-war America,” American Economic 
Review (March 1944, supplement), p. 188. 

M The natural result of establishing “sound and tested” area rates. 
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felt in still another important manner. After four years of setting terms 
and conditions of employment, the federal government found it difficult 
to retire from the field because large sections of management and labor 
found it difficult to return to collective bargaining. Moreover, many 
unions and many employers were anxious to “teach the other a lesson.” 
This, combined with the pent-up resentment of wartime, did much to 
make 1946 the greatest strike year of American history in terms of man- 
days lost from work. 

Both labor and management were surprised at the duration of some 
of the 1946 strikes. During the war, such strikes as occurred were short 
“ quickies.” The emphasis was on uninterrupted production to the ex¬ 
clusion of all else. Union leaders found in the postwar period that manage¬ 
ment resistance was much greater, particularly when loss of business was 
compensated for by rebates of wartime excess profits taxes. On the other 
hand, those employers who felt that unions could not survive postwar 
strife miscalculated badly. One result of the postwar strike wave was 
a more realistic appraisal of the effectiveness, costs, and results of strikes 
on the part of both labor and management. 

Another wartime heritage to which the 1946 strikes gave sharp 
emphasis was the increasing public concern with stoppages of work 
which interfered with “essential” services or even inconvenienced a 
portion of the population. Wartime hysteria over strikers was carried 
over into the postwar period. Moreover, a number of unions exhibited 
unparalleled irresponsibility and lack of understanding of public senti¬ 
ment in striking essential services. One result was the election of a Con¬ 
gress with a Republican majority in 1946, which enacted the Taft-Hartley 
law; and another result was an increasing concern of state legislatures 
with u emergency” labor settlement machinery. 

Enforcement of Settlements—War and Postwar 

During World War I, only three cases of defiance of the War Labor 
Board of that period occurred. “Two were cases of company defiance 
and resulted in government seizures. The third was a defiant strike which 
led to President Wilson’s famous ‘work-or-fight* order. The workers 
returned to their jobs.” 27 

Seizure in World War II became the recognized method of enforcing 
orders of the National Defense Mediation Board, the War Labor Board, 
and railway labor agencies, although in three cases other sanctions were 
also employed, (e.g., loss of material priorities for companies, loss of draft 
deferments for strikers). 


27 L. Teller, “ Government Seizure in Labor Disputes,” Harvard Law Review , 
60:1020 (1947). 
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Government seizure involves temporary government control of a 
business. Nationalization is not contemplated. In the absence of specific 
legislation, the legal basis for seizure rests in the wartime and emergency 
powers of the executive to prevent a breakdown of essential services to 
the community. 

In 1943, Congress passed the War Labor Disputes Act over President 
Roosevelt's veto. This law provided a statutory basis for seizure but many 
wartime and postwar seizures were made under executive emergency 
power without reference to the wartime law, which expired by its own 
terms on June 30, 1947. 

Postwar Seizures 

The shooting war ended in 1945, but the legal u state of unlimited 
emergency" not until two years later. In the postwar industrial strife, 
seizure was utilized on nine more occasions, the latest in mid-1948 in order 
to avoid a nation-wide railway strike. In addition, the postwar period 
saw the establishment of numerous ad hoc “ fact-finding" boards by 
the President and the Secretary of Labor. These boards were modeled on 
the emergency machinery of the Railway Labor Act, but functioned with¬ 
out a statutory base. The use of seizure and emergency boards marked 
desperate (if not too successful) attempts to head off the postwar indus¬ 
trial strife. 

In both the second 1946 coal strike and the 1948 railroad dispute, 
seizures were accompanied by injunctions terminating the strike in the 
former, and barring a strike in the latter. When John L. Lewis and the 
United Mine Workers defied the injunction secured by the federal gov¬ 
ernment, both were heavily fined. On appeal, the United States Supreme 
Court upheld the fines, ruling that the coal miners were “ government 
employees" during the period of seizure and that the Norris-LaGuardia 
Anti-Injunction Act did not apply to such “government employees." 28 
The Court ruled thus although seizure had resulted in only the most 
nominal government operation, with the coal mine owners designated as 
“government managers" of the mines, and with profits accruing to the 
private owners although losses were assumed by the federal government. 

The Taft-Hartley Act and National Emergencies 

Between the end of World War II and the passage of the Taft-Hartley 
Act, Congress and the President made several attempts to devise a solu¬ 
tion for the problem of strikes which crippled essential industries. Nearly 
all of the proposals put forward were modeled on the Railway Labor Act 
despite the poor record of that law’s emergency disputes procedure in 
recent years. One such provision was passed by the Senate on the very 

18 United States v. United Mine Workers , 67 Sup. Ct. 677 (1947). 
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day in 1946 that the nation's railroads were shut down by the only indus¬ 
try-wide strike of railway operating employees up to that time, but that 
seemed to be of no significance to Congress. 29 

When the Republicans were returned to power in the 1947 Congress, 
they claimed, probably correctly, that they had a mandate to prevent a 
recurrence of the outbreak of strikes which made 1946 the worst strike 
year in our history. Although the chief attention of Congress was directed 
toward amending the Wagner Act, considerable attention was also given 
to revising federal disputes procedures. To that end, the Conciliation 
Service was made an independent agency and “ cooling-off," or 60-day 
notice, periods were required for changes in contracts, with results noted 
in the first section of this chapter. These changes were included in Title 
II of the Taft-Hartley Act, which also established the following procedure 
for dealing with “national emergency" strikes. 

Whenever the President determined that an industrial dispute threat¬ 
ened the national health or safety, he was empowered to appoint a Board 
of Inquiry to investigate and report on the issues. The President could 
then direct the Attorney General to petition a federal district court for an 
injunction 80 to prevent or terminate the strike or lockout. If the injunc¬ 
tion were granted, the conditions of work and pay were frozen for the time 
being and the parties were obliged to make every effort to settle their 
differences with the assistance of the Conciliation Service. If these efforts 
failed, at the end of 60 days the Board of Inquiry was required to make a 
public report on the status of the dispute. The NLRB was then required 
within 15 days to poll employees as to whether they w r ould accept the 
last offer of the employer and to certify the result to the Attorney General 
within 5 days. The injunction then had to be dissolved. By this time 80 
days had elapsed since the first application for an injunction. If the 
majority of workers refused the employer's last offer, then the President 
submitted the complete report to Congress with or without recommenda¬ 
tions for action. 

Boards of inquiry were appointed, under this section, on 6 different 
occasions. In 2 cases, a strike vote on the employer's last offer was taken, 
and in 2 cases, strikes occurred after the machinery of the Act had been 
utilized. 

The procedure provided by this section w r as attacked by union officials 
as being too drastic (particularly the injunction feature) and by manage¬ 
ment spokesmen and others as lacking teeth. The Act provided no ulti¬ 
mate sanctions against a national emergency strike after the fact-finding 
period had elapsed, other than the implied threat of possible Congres- 

This legislation was the Case bill, successfully vetoed by President Truman. 

*° The provisions of the Norris-LaGuardia Act prohibiting use of injunctions in 
labor disputes were thus suspended. 
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sional action and the force of public opinion. Experience under the Taft- 
Hartley Act emphasized what experience under the Railway Labor Act 
had already demonstrated—fact finding reports have relatively little 
effect in mobilizing public sentiment so as to compel settlement of labor 
disputes unless there is really a grave national emergency affecting the 
entire country or most of it. 

The procedure of the Act calling for a final vote by employees on the 
employer’s last offer is naive, for it is unrealistic to suppose that employees 
will desert their leaders while the bargaining is still going on. In the two 
votes held under this section, the union membership supported their lead¬ 
ers. Moreover, the voting procedure is anomalous in that it implies that 
the men have a right, provided by statute, to determine whether to 
imperil the national health or safety. 31 

Perhaps the most significant feature of the national emergency pro¬ 
cedure of the Taft-Hartley Act was that it provided a substitute for col¬ 
lective bargaining which did not contain provisions for final settlement. 
Indeed, with a few modifications, such as the use of the injunction, the 
final offer vote, etc., the Taft-Hartley procedure was modeled upon that 
of the Railway Labor Act. If a procedure similar to that of the Taft- 
Hartley Act remains in effect for a sufficiently long period, it will most 
likely lead to results similar to those on the railroads. Irresponsible par¬ 
ties in both labor and management will find it easier to create an emer¬ 
gency than to settle a case. The more emergencies that occur, the less 
will be the concern about striking after the conditions laid down in the 
Act’s procedure have been complied with. Thus the national emergency 
procedure can disrupt collective bargaining without protecting the public 
in cases of genuine national emergency situations. 

State Emergency Strike Legislation 

“Cooling Off” and Compulsory Investigation 

The states have attempted to deal with the problem of strikes in 
critical industries by various legislative devices. A number of states have 
inserted strike notice, or “cooling off” provisions in their laws. Colorado 
requires a 30-day notice; Georgia does the same but excepts industries 
covered by the Railway Labor Act and certain seasonal industries. Michi¬ 
gan requires a 5-day notice in general industry and a 30-day notice in 
industries “affected with the public interest”; Minnesota’s law is similar, 
but its general industry requirement is 10 days. “Wisconsin requires a 
10-day notice, but this is limited to strikes which would cause the destruc- 

81 8. H. Slichter, “The Taft-Hartley Act,” Quarterly Journal of Economics t 68:19, 
27 (1949). 
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tion or serious deterioration of the product of any employer engaged in 
the production, harvesting, or initial processing of any farm or dairy 
product.” 32 

The Colorado statute is part of a “compulsory investigation” law, 
which was passed in 1915. It provides that the State Industrial Com¬ 
mission must investigate threatened strikes, and make public recom¬ 
mendations if it cannot settle them by mediation. Studies of the law have 
shown that the strike notice provisions are often ignored by strong unions, 
but used by weaker ones in the hope of obtaining a public recommenda¬ 
tion favorable to themselves. In several years, the number of illegal 
strikes have actually exceeded the number of cases in which the law was 
followed and the State Industrial Commission intervened. 33 Moreover, 
the State Industrial Commission has found mediation more effective in 
settling difficult cases than public recommendations. In sum, the Colorado 
experiment gives no evidence of being a panacea. 34 

Michigan and Minnesota have carried the plain strike notice pro¬ 
visions to their fullest extent. In both states, considerable satisfaction 
has been expressed over the fact that strike notices exceed strikes by a 
ratio of better than 10 to 1. The assumption is of course that strike 
notices are indications of genuine intentions to strike. Actually, of course, 
such inference drawn from statistics is naive. Under strike notice pro¬ 
visions, unions will always file intentions to strike during negotiations, 
first to free their hands, and second, as a bargaining device, to strengthen 
the union negotiators by threatening the employer with a stoppage if he 
refuses to meet the union’s terms. Strike notices are thus tailor-made 
devices to increase union bargaining power. Experience not only under 
these state laws, but also under the Railway Labor Act and the War 
Labor Disputes Act, has conclusively demonstrated this fact. 

State Compulsory Arbitration Laws 

Until recently the states, like the federal government, have been loath 
to adopt compulsion in the adjustment of labor disputes. Kansas, how¬ 
ever, adopted a compulsory arbitration law as early as 1920, after the 
nation-wide coal strike of that year. The law still remains on the statute 


82 H. S. Kaltenborn, Governmental Adjustment of Labor Disputes (Chicago, The 
Foundation Press, 1943), pp. 194-195 and Appendix A. 

38 A similar Canadian law has had a like experience. See B. M. Selekman, Law and 
Labor Relations , A Study of the Industrial Disputes Investigation Act of Canada , 
Business Research Studies No. 14 (Cambridge, Harvard University Bureau of Busi¬ 
ness Research, 1936). 

84 C. E. Wame and M. E. Gaddis, a Eleven Years of Compulsory Investigation of 
Industrial Disputes in Colorado,” Journal of Political Economy , 26:657-683 (October 
1927); and H. S. Kaltenborn, Governmental Adjustment of Labor Disputes (Chicago, 
The Foundation Press, 1943), pp. 193-196. 
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books, but its coverage was restricted by decisions of the United States 
Supreme Court in 1923 and 1924, and since then it has remained dormant. 
The most careful student of the Kansas law has concluded that it “had 
no appreciable effect in reducing the number of industrial disputes in 
Kansas,” and that on the other hand, “it was not, as some have main¬ 
tained a fomenter of strikes.” 36 Nothing in the experience of the law or its 
administration was found to justify a general application of arbitration. 

The strike wave which followed World War II, and particularly 
stoppages in a number of public utilities, induced 11 states to enact 
legislation designed to prevent strikes in “essential services.” Eight of 
these laws provide for compulsory arbitration. 36 The Texas law merely 
makes it unlawful to picket, strike or otherwise disrupt gas, water, and 
electric utilities and permits the utility to secure injunctions to prevent 
actual or threatened interferences with its services. The Virginia law 
provides for seizure by the governor of a utility which is threatened by 
a strike. Massachusetts provides for either seizure or for the governor to 
enter into arrangements providing for continuing of essential services. 

These laws reflect, on the one hand, the serious public concern with 
work stoppages in essential industries; and on the other hand, the animus 
directed toward labor unions in the immediate postwar period. The 
Texas law is the most obviously anti-labor. If, however, one examines 
the legislative history of the other compulsory settlement laws, one 
finds that, with the exception of Massachusetts, legislators were strongly 
influenced by a desire to “put labor in its place.” 

The jurisdictions of the eight state arbitration laws are quite similar. 
Most of them cover labor disputes in electric power, light, heat, gas, 
water, communication, and transportation not covered by the Railway 
Labor Act. The Minnesota law has jurisdiction only over hospital em¬ 
ployees; Missouri excludes communication from its list of essential public 
utilities, but includes sewer service; Pennsylvania covers only electricity, 
gas, water, and steam heat. 

The procedure under these compulsory arbitration laws in general 
provides that the parties should make every attempt to settle the dispute 
by collective bargaining; that in the event collective bargaining does not 
settle the case, a state official or agency shall attempt to mediate it; and 
that in the event of failure of mediation, the governor shall invoke the 
emergency statute and arbitration shall be by a tripartite board selected 
by the parties with a neutral member or members selected either by the 
state mediation agency, state labor department, or the governor if the 

86 Domenico Gagliardo, The Kansas Industrial Court (Lawrence, Kansas, Uni¬ 
versity of Kansas Press, 1941), pp. 229-247. 

88 Florida, Indiana, Minnesota, Missouri, Nebraska, New Jersey, Pennsylvania, 
and Wisconsin. The Missouri law was repealed in 1949. 
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parties themselves are unable to agree on the neutral member or members 
of the arbitration board. Strikes and lockouts are forbidden during the 
procedures and the arbitration awards are usually made for a period of, 
one year. Most laws provide that the arbitration decision can be re¬ 
viewed by state courts, but the review cannot substitute the judgment 
of the court for the judgment of the arbitrators on the merits of the case. 
Fines for violation of the acts are usually heavy, with a $10,000 assess¬ 
ment for each day of violation by the union or the employer being 
typical. 

These compulsory arbitration laws have been in effect too short a time 
to permit a thorough appraisal. A few trends are however apparent. 
Although several of these laws were enacted in order to reduce union 
bargaining power, their effect may be precisely the opposite especially 
when a weak union is involved. Although the New Jersey law, for ex¬ 
ample, was enacted for the prime purpose of breaking a strike of telephone 
workers in 1947, in the following year it proved a great boon to telephone 
unions throughout the country. In 1948, these unions were met by the 
flat refusal of the Bell System to grant wage adjustments. But by invok¬ 
ing the New Jersey arbitration law, they secured a more sympathetic 
consideration of their case and won a $4 a week wage increase which 
forced the Bell System to grant similar adjustments to telephone em¬ 
ployees throughout the country. 

This particular result should not be surprising. Government inter¬ 
vention is usually helpful to weak unions. Indeed, the compulsory arbi¬ 
tration systems in New Zealand and Australia were inaugurated and kept 
in existence by labor governments which have found compulsory arbitra¬ 
tion an effective mechanism to gain union ends. 37 

The Australia and New Zealand experiences also illustrate another 
result of the compulsory arbitration laws which the conservative pro¬ 
tagonists of this legislation do not usually foresee. Under compulsory 
arbitration one of the most important factors is the appointment of the 
arbitrator. The existence of such laws is an additional spur to labor to 
enter politics on a large enough scale so as to secure the appointment of 
persons friendly to the aspirations of unions as arbitrators. In 1947 and 
in 1948, unions were making a special point of concentration on state 
politics in order to revise unfriendly state legislation, or if this were not 
possible, to secure friendly administration of it. 

The divergency in coverage among the state arbitration laws illus¬ 
trates another problem. Deciding what is “ essential industry ” and what 
is not is a very difficult problem. There seems to be little reason, for 


* 7 See A. E. C. Hare, Industrial Relations in New Zealand (Wellington, New 
Zealand, Whitcombe and Tombs, 1946). 
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example, for including many urban transportation units and cojnmunica- 
tion systems as essential industries. A strike of these industries is, of 
course, decidedly inconvenient, but communications have muddled 
through in the rare instances when a strike occurs. On the other hand, 
a much stronger case could be made for insistence on the maintenance of 
services in the electric power, gas and water industries, and in hospitals. 

Finally, it should be recognized that compulsory arbitration will 
probably destroy the collective bargaining process. The fact that a dis¬ 
pute may be settled by compulsory arbitration is an invitation to the 
parties not to settle things upon which they could readily agree for fear 
that to do so would weaken their case before an arbitration board. More¬ 
over, the mere existence of compulsory arbitration machinery is an invi¬ 
tation to irresponsible elements in labor and management to pass the 
buck to the arbitration board rather than take responsibility and settle 
the dispute themselves. What the community has to decide is whether 
labor disputes in so-called essential industries so threaten the community 
itself that a procedure should be established for the peaceful settlement 
of such disputes even if that procedure destroys the collective bargaining 
process and substitutes settlement by government direction. 

State Seizure Statutes 

Besides providing for compulsory arbitration in public utility dis¬ 
putes, the laws of New Jersey and Missouri also provide that the governor 
shall seize and operate the utility during the period of emergency. In 
New Jersey the seizure takes place prior to compulsory arbitration, but 
in Missouri it is prescribed as a sanction for the enforcement of com¬ 
pulsory arbitration procedures. In both states the governments pre¬ 
sumably “ operate seized utilities for the utility owner’s account under 
the terms and conditions of employment provided in the arbitration 
award.” 38 

Two other states, Virginia and Massachusetts, provide for seizure 
without statutory provision for compulsory arbitration. The Virginia 
law enacted in January 1947 does not establish any agency or procedure 
fixing or altering terms of employment of the seized utility. Moreover 
this statute provides that the terms and conditions of employment in 
effect at the time of seizure shall remain and the state government shall 
be powerless to alter them. It also is unique in that it provides an alloca¬ 
tion between state and seized public utility of income received during 
the period of seizure. “ Criminal penalties are set forth for striking, 


88 Ludwig Teller, “ Government Seizure in Labor Disputes,” Harvard Law Review , 
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picketing or otherwise interfering with government operation of seized 
utility.” 89 

The Massachusetts legislation differs in its origin from all other state 
laws dealing with disputes in public utilities. It resulted from a recom¬ 
mendation by a tripartite committee, headed by Professor Sumner 
Slichter of Harvard University, which was appointed by the then Gover¬ 
nor, Robert Bradford, to recommend changes in state labor legislation. 
Representatives of the AFL and CIO sat on the committee and con¬ 
curred fully in its report, although when the bills embodying the recom¬ 
mendations were introduced into the state legislature, the AFL and CTO 
officially opposed them. The manner in which this legislation was devel¬ 
oped helped to dissipate some of the bitterness with which similar 
legislation has been received in other states. 

Briefly, the emergency provisions of the Massachusetts law provide 
that if in a dispute involving a public utility or a distribution of food or 
other essential products, the governor cannot induce the parties either 
to settle the dispute or to submit to arbitration, then the governor may 
declare an emergency, make such arrangements as he sees fit for the 
maintenance of the essential services, and/or take possession of the prop¬ 
erty if he deems that appropriate. During a seizure it is unlawful to 
strike, picket, or otherwise interfere with the operation of the seized 
facility. Seizure is terminated when the governor is advised that the 
parties are in agreement or that the intervention of the state is no longer 
essential for the public welfare. 40 

State Militia and Seizures 

The history of industrial disputes is replete with instances in which 
the state militia has been called out to maintain order and prevent inter¬ 
ference with private property. Unions have claimed, often with con¬ 
siderable evidence, that the militia has been utilized to break strikes. On 
the other hand, there have been many cases where strike situations have 
resulted in riots in which the use of troops to maintain order has had 
justification. 

Under common law, all able-bodied male citizens are commonly 
considered to be members of the state militia. Using emergency powers, 
“it is possible for the governor of a state, in the event of a strike or 
threatened strike imperiling the safety or health of the community, to 
impress the strikers into the militia, if he finds they will not return to 


,# L. Teller, “Government Seizure in Labor Disputes,” Harvard Imw Review , 
60:1046 (1947). 

40 Report of the Governor*s Labor-Management Committee, The Commonwealth of 
Massachusetts, House Document 1876, March 18, 1947; Massachusetts Laws c. 596 
(1947). 
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work for the state upon seizure, and to direct these members of the 
militia to work at their old jobs as militiamen. Such action was taken in 
Virginia in March 1946, in connection with a threatened strike at the 
Virginia Electric and Power Co., which provides electric power and 
lighting service to many of the state’s inhabitants. The strike, however 
did not take place/’ 41 

The Virginia case points up the need for reexamining powers of the 
governors and such laws as exist relating to the militia. Certainly, the 
action of the Virginia authorities bordered closely upon involuntary 
servitude. The militia was not conceived as an organization designed to 
keep a public utility running. Forceable impressment of strikers into a 
militia is not likely either to solve labor-management difficulties or to 
build respect for state military organizations. 42 

Analysis of Seizure 

Seizure is frequently advocated as preferable to other forms of emer¬ 
gency legislation on the ground that it provides relief to the public with¬ 
out substituting government determination of the terms and conditions 
of employment for collective bargaining. This argument has much force, 
especially when the seized business is operated for the benefit of the 
state, 43 and not for that of the private employer, and when terms and 
conditions of employment cannot be changed during the period of seizure. 
Under such regulations both labor and management have a vested 
interest in ending the seizure as soon as possible under most circum¬ 
stances: management to receive back its property and profits, labor to 
secure a wage adjustment. 

If, however, the issue were a wage decrease, rather than a wage in¬ 
crease, unions in public utilities could conceivably have a vested interest 
in prolonging seizure indefinitely. The use of seizure to avoid settlement 
is also clearly possible for employers under legislation where the govern¬ 
ment operates the plant for the employer’s account. And that possibility 
is accentuated when the employer receives profits during the seizure 
period, but the government assumes the losses. 

Another difficulty with seizure is that it is at best a transparent legal 
fiction. When the government takes over an establishment, it does so 
in only the most technical manner. The American or state flag may be 
raised over the plant; but little else is changed. If, in spite of the legal 
theorists, practical men penetrate and disregard this fiction of seizure, 
its effectiveness may seriously decline. 

41 L. Teller, u Government Seizure in Labor Disputes/' Harvard Law Review , 
60:1047-1048 (1947). 

4, L. Teller, “Government Seizure in Labor Disputes/' Harvard Law Review , 
60:1048 (1947). 

4« The Virginia law divides profits between the owner and the state. A much more 
practical solution would be for the state to pay the owner a most modest rental. 
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Background of the Wagner Act 

The National Labor Relations (Wagner) Act was enacted largely 
because of the failure on the part of American employers to modernize 
their concepts of industrial relations. By 1935, the year in which the 
Wagner Act was passed, significant changes had occurred in the rate 
of expansion of employment and in the character of the working force. 
“When the gainfully-employed persons increased by one-third in a 
decade, as they did in the eighties, or even faster, as they did in the middle 
of the nineteenth century, the individual had a much better chance to rise 
to a skilled position or to become a straw boss, foreman, or superintendent 
than when the increase was less than 10 per cent, as between 1910 and 
1920, or less than 15 per cent, as during the twenties. The favorable 
opportunities created by rapid expansion made men more interested 
in rising to better jobs than in getting better conditions on their present 
jobs.” 1 

The opportunities for advancement, of course, became even less 
favorable during the depression. Furthermore, as job opportunities grew 
less rapidly, “there occurred a tremendous drop in the resignation rate— 
from about 70 per cent of the working force in pre-war days to less than 
15 per cent (in 1940). This was a change of profound significance because 
it deprived labor of its principal protection against unsatisfactory con¬ 
ditions and thereby intensified the need for trade unions.” 2 

The depression altered another factor in American labor relations. 
Prior to then and principally because of the existence of alternative job 
opportunities, American labor did not concern itself too seriously with 
the manner in which employers handled layoffs. During the depression, 
however, a widespread feeling developed among workers that layoffs had 
been conducted in an unfair manner—and, indeed, there was much to 
support this view. Consequently, workers became interested in collective 


1 S. H. Slichter, “The Development of National Labor Policy/ 7 Studies in Eco¬ 
nomics and Industrial Relations , University of Pennsylvania Bicentennial Conference 
(Philadelphia, University of Pennsylvania Press, 1941), p. 142. 

1 S. H. Slichter, “The Development of National Labor Policy,” Studies in Eco¬ 
nomics and Industrial Relations, University of Pennsylvania Bicentennial Conference 
(Philadelphia, University of Pennsylvania Press, 1941), pp. 142-143. 
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bargaining as a means of controlling layoffs and thereby developing 
greater job security. 

As changes in employment opportunities were occurring, the char¬ 
acter of the labor force was also changing. The annual number of high 
school graduates increased twenty-five fold between 1890 and 1935. By 
the latter date 40 per cent of American children were completing a high 
school education and most of the others were obtaining one or two years 
of it. Educated and thoughtful workmen brought up on the history of 
American democracy expect as a matter of right to have a voice in the 
determination of the conditions of employment under which they labor. 
American employers, however, were heedless of the changes which had 
taken place. Desirous of holding on to their prerogatives, and bred in 
the fierce individualism of the nineteenth century, they were unwilling to 
share determination of the terms and conditions of employment with 
organizations of their employees. The result was the passage of the 
Wagner Act. 3 

Legislative Background 

The failure of industry to alter its industrial relations policies and 
voluntarily to recognize unions of its employees was all the more remark¬ 
able in view of the ample warnings that if industry did not act, govern¬ 
ment w r ould be compelled to do so. Commencing in 1885 a long list of 
government commissions and agencies reported favorably in behalf of 
collective bargaining. In 1898, Congress passed the Erdman Act, which 
as noted in Chapter 28, contained provisions making discrimination 
against union activity on the railroads a misdemeanor. Although this 
provision was declared unconstitutional, later railway legislation included 
the Railway Labor Act of 1926, and endorsed unionism and collective 
bargaining. And between 1890 and 1914, no less than 14 states enacted 
legislation similar to the Erdman Act, only to have the courts declare 
such laws unconstitutional. 

Nor was official governmental approval of collective bargaining con¬ 
fined to opinions of commissions or to railway labor legislation. During 
World War I, a committee composed of representatives of labor and 
pianagement established a War Labor Board which not only recognized 
the right of collective bargaining, but forbade discrimination because of 
union activity and conducted secret elections to determine bargaining 
agents. The Norris-LaGuardia Act of 1932 was primarily concerned with 
judicial procedure involving labor injunctions, but it contained a state¬ 
ment of policy which endorsed the right of employees “to full freedom 

* S. H. Slichter, “The Development of National Labor Policy/ 1 Studies in Econom¬ 
ics and Industrial Relations , University of Pennsylvania Bicentennial Conference 
(Philadelphia, University of Pennsylvania Press, 1941), p. 143. 
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of association, self organization, and designation of representatives of 
his own choosing, to negotiate the terms and conditions of . . . employ¬ 
ment . . . free from the interference, restraint or coercion of employers. 

With the advent to power of the Roosevelt administration, legislative 
endorsement of the right to unionism and collective bargaining went 
forward rapidly. The National Industrial Recovery Act, approved June 6, 
1933, was fundamentally an attempt on the part of the Roosevelt admin¬ 
istration to promote economic recovery by permitting business to estab¬ 
lish its own regulations, including control of prices. In order to secure 
labor support, however, the NIRA included the famous Section 7 (a). 

... (1) That employees shall have the right to bargain collectively 
through representatives of their own choosing, and shall be free from 
the interference, restraint, or coercion of employers of labor, or their 
agents, in the designation of such representatives or in self-organization 
or in other concerted activities for the purpose of collective bargaining 
or other mutual aid and protection; (2) that no employee and no one 
seeking employment shall be required as a condition of employment to 
join any company union or to refrain from joining, organizing, or assist¬ 
ing a labor organization of his own choosing; and (3) that employers 
shall comply with the maximum hours of labor, minimum rates of pay, 
and other conditions of employment. 

Although this provision involved the most complete governmental 
endorsement of collective bargaining outside of the railway industry up 
to that time, it carried with it no effective penalties in case of employer 
disinclination to comply. A large number of employers did alter their 
policies in accordance with the spirit of Section 7 (a), but the great bulk 
did not. Many employers, for example, took Section 7 (a) as an invitation 
to establish company unions or employee representative plans in order 
to prevent the unionization of their employees. On the other hand the 
American Federation of Labor regarded Section 7 (a) as public encourage¬ 
ment of collective bargaining. This clash of viewpoint led to strikes and 
industrial unrest as immature unions clashed with anti-union employers. 

In an attempt to cope with this situation President Roosevelt ap¬ 
pointed a tripartite National Labor Board under the chairmanship of 
Senator Robert Wagner of New York. The National Labor Board became 
an agency which took on the functions of settling labor disputes by 
mediation and voluntary arbitration; of determining whether unions 
represented employees in a given instance; and of determining whether 
employers unfairly interfered with the organizational rights of their 
employees. In carrying out these functions, the National Labor Board 
developed many of the policies later followed by the National Labor 
Relations Board under the Wagner Act in regard to the appropriate 
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bargaining unit and the meaning of unfair labor practices. The National 
Labor Board, however, had no authority to penalize employers for unfair 
labor practices except by referral to the attorney general's office where 
the maximum penalty was revocation of the right to place the NRA blue 
eagle on -the product of the alleged unfair employer. 

In June 1934 Congress passed Joint Resolution No. 44 which created 
a National Labor Relations Board as a substitute for the National Labor 
Board. This agency, not to be confused with the NLRB created under 
the Wagner Act, continued the work of the National Labor Board and 
attempted without too much success to overcome the opposition of busi¬ 
ness within the framework and the limited sanctions of the NRA. Its 
work ceased effectively when the NRA was declared unconstitutional in 
1935. 

Besides these two labor boards of the NRA period others were in 
existence for special purposes. They included agencies established in the 
textile, automobile, petroleum, and newspaper fields. In addition both 
the National Labor Board and its successor agency established regional 
boards throughout the country, thus foreshadowing the administrative 
structure of the National Labor Relations Board under the Wagner Act. 

Wagner Act—Purpose and Content 

The Wagner Act ranks without a doubt as the most significant labor 
law ever enacted in the United States. The Norris-LaGuardia Act of 1932 
“ ushered in a period of almost complete freedom for union expansion 
through economic self-help." 4 The Taft-Hartley Act of 1947 modified 
the Wagner Act in many important respects. But the Wagner Act marked 
a complete departure from preexisting governmental labor policy in that 
“it pledged the government to aid employees in securing independent 
organization, free from employer interference . . . Congress virtually 
ordered employers to stop resisting the spread of unionism, telling them 
that the desire of their employees to organize was none of their business 
and to keep their hands off." 5 Moreover, in contrast to predecessor legis¬ 
lation aimed in the same general direction, the Wagner Act provided a 
singularly effective mechanism to achieve its purpose. 

The Wagner Act, therefore, required a completely new orientation 
of employer industrial relations policies. What is frequently overlooked, 
however, is that its effect on unionism was almost as sharp. When the 
Act was passed in July 1935, organized labor outside of the railway in¬ 
dustry (which is excluded from the jurisdiction of the Wagner Act) 

4 C. O. Gregory, Labor and the Law (New York, W. W. Norton and Company, 
1946), p. 223. 

5 C. 0. Gregory, Labor and the Law (New York, W. W. Norton and Company, 
1946), p. 224. 
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meant the American Federation of Labor. The few non-AFL unions were 
then insignificant organizations. Consequently, the AFI^ in abandoning 
its voluntaristic philosophy, had no thought that government aid to 
unionism would mean anything more than government aid to the AFL. 

By the end of 1935, however, the CIO had appeared as a full-fledged 
rival to the AFL. Although the CIO’s initial victories in steel and auto¬ 
mobiles were not secured by use of the Wagner Act’s machinery, the CIO 
soon proved that the Wagner Act was something quite different from a 
convenience to the AFL. This in turn led to considerable antagonism 
toward the Act by some AFL officials. How the work of the National 
Labor Relations Board, created to administer the Wagner Act, was 
complicated by AFL-CIO rivalry, and the effect of the NLRB’s decisions 
on these two federations may best be examined in the course of an analysis 
of the Act’s provisions and administration. 

The Act Itself 

Section 1 of the National Labor Relations Act sets forth the findings, 
policy and philosophy of the law. According to this section the failure of 
employers to accept collective bargaining results in strikes and the im¬ 
pairment of the instrumentalities of commerce; the inequality of bargain¬ 
ing power between individual employees and employers who are organized 
into corporations aggravates depressions by depressing wage rates and 
reducing purchasing power; 6 and the protection of the right of employees 
to organize into unions of their own choosing removes most of these 
difficulties. Therefore, Section 1 declares it to be the policy of the United 
States to encourage “the practice and procedure of collective bargaining” 
and to protect “the exercise by workers of full freedom of association, 
self-organization, and designation of representatives of their own choos¬ 
ing, for the purpose of negotiating the terms and conditions of their 
employment or other mutual aid or protection.” 

Section 2 of the Act sets forth various pertinent definitions; Section 
3 creates the three-man National Labor Relations Board to administer 
the law; and Sections 4, 5, and 6 provide for the organizational structure 
of the board. 

The heart of the Act is contained in Sections 7, 8, 9, and 10. Section 7 
declares that employees “shall have the right to self-organization, to 
form, join, or assist labor organizations, to bargain collectively through 
representatives of their own choosing, and to engage in concerted activ¬ 
ities for the purpose of collective bargaining or other mutual aid or 
protection.” 

* The purchasing power theory of the business cycle was a basic strand in the 
thinking of the New Deal in this period. 
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By itself, Section 7 is only a forthright statement of employee rights, 
but taken together with Section 8 it is much more. For Section 8 adds 
duties for employers for the purpose of effectuating the employee rights 
guaranteed by Section 7. Section 8 made it illegal for employers to (1) 
“interfere with, restrain, or coerce employees in the rights guaranteed in 
Section 7”; (2) to aid or support the unions of employees; (3) “to dis¬ 
criminate against employees in layoffs, promotions or other conditions 
of employment because of the employees’ membership or activities in a 
union”; and (4) “to discharge or otherwise discriminate against an 
employee because he has filed charges or given testimony under this Act.” 

To these negative proscriptions, the Act adds an affirmative one. 
Section 8 (5) requires employers “to bargain collectively with the duly 
designated representatives of his employees.” The procedure for deter¬ 
mining whether a union represents a group of workers is set forth in 
Section 9. Section 10 details the method for enforcing the unfair labor 
practice proscriptions of Section 8. The remaining six sections relate to 
various administrative and procedural matters. 

Unfair Labor Practice Procedure 

The administration of the Wagner Act was given to the three-man 
National Labor Relations Board. In performing its duties, the NLRB had 
two principal tasks: (1) preventing employer unfair labor practices; and 
(2) determining whether a union represented a group of employees for 
purposes of collective bargaining. 

In a typical unfair labor practice case, under the Wagner Act, the 
NLRB received a complaint from the union in behalf of an individual 
worker alleging some violation of Section 8. A field examiner of the Board 
investigated the case and if the Board found that there was sufficient 
evidence to warrant a hearing, it set down the case for hearing and, if 
necessary, issued such subpoenas as were needed for the appearances of 
records and persons. In more than three-quarters of the cases, however, 
settlement was achieved by informal methods before the hearing actually 
took place. Such settlement involved, for example, agreement on the part 
of an employer to reinstate an employee discharged for union activity, 
or to post a notice for a period of 30 days stating that he would not repeat 
or engage further in discrimination in violation of Section 8. If in a pre¬ 
liminary investigation the Board found that there was no basis for the 
complaint, it would dismiss it and the complainant had no further 
recourse. 

Hearings under the Wagner Act were conducted under the best 
accepted methods of administrative process. The NLRB was always 
careful to give all interested parties due notice and the right of hearing. 
The many complaints lodged against the procedure of the Board were 
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basically either complaints against the administrative process or, in 
most cases, against the Act itself. Studies of the administrative process 
generally found that the NLRB stood unusually high among agencies in 
the observance of the rights of litigants. 7 

As in all administrative hearings, evidence based on hearsay, self- 
serving testimony and other circumstantial sources was permitted in the 
record, whereas such evidence is excluded under the strict rules of court 
procedure. The Board, however, had to base its findings and conclusions 
upon substantial evidence, for an administrative agency cannot enforce 
its decisions by itself, but must seek enforcement through the courts. In 
the Wagner Act, review of the findings and decisions of the NLRB was 
provided for directly through the circuit courts of appeals, thus by¬ 
passing the district courts. This was done in the interest of both uni¬ 
formity and speed. 

An unfair labor practice decision of the NLRB could be reviewed upon 
petition of the respondent, or if the respondent failed to obey the Board, 
upon petition of the Board for enforcement. When the petition for review 
was filed, the record was sent to the pertinent circuit court of appeals 
which then determined whether the Boards finding was based upon the 
evidence. The court, however, could not substitute its views for those of 
the NLRB. If the court held for the Board, it would then issue an order 
making the order of the Board the order of the court. The employer could 
then appeal the case to the Supreme Court but if the lower court was 
affirmed, the employer would have to obey the order or stand in con¬ 
tempt of court. Likewise, if the circuit court declined to enforce the 
Board’s order or upset it, the Board could appeal to the Supreme Court 
for a reversal of the lower court’s decision. 

In enforcing unfair labor practice cases, the Board could issue certain 
orders. For example, it might require the employer to “cease and desist” 
from activities which it found in violation of Section 8. More important, 
it might require the employer to take affirmative action, for example, the 
reinstatement of employees with back pay who have been discharged or 
discriminated against because of union activity; or even the instatement 
of employees who were never hired, but who were refused employment 
because of their union affiliation. In addition, the Board could order the 
employer to disestablish a company union and withdraw recognition 
from any union which was recognized or with whom he bargained if that 
union had been aided by the employer. Finally, in cases in which the 
employer was found to have refused to bargain with a union which was 
the duly chosen representative of his employees, the NLRB would order 
him to bargain upon request of that union. 

7 See, e.g., D. O. Bowman, Public Control of Labor Relations (New York, The 
Macmillan Company, 1942). 
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Although the Act sets forth employer unfair labor practices with dis¬ 
arming simplicity, the meaning of an unfair labor practice is, in most 
cases, not easy to determine. The philosophy of Section 8 was that 
employers must absolutely refrain from concerning themselves with the 
union activities of employees. This meant not only that employers hence¬ 
forth could not establish company union or employee representation 
plans, but also that the employer could not exercise an influence which 
might retard or help a particular union to be designated as a representa¬ 
tive of the employees. 

In the first years of the Wagner Act, employer unfair labor practices 
were relatively simple to discern, but as the years passed, anti-union 
activities became more subtle and difficult to detect. The Board had to 
decide many cases on the basis of controversial evidence, weighing the 
conflicting testimony of witnesses and judging a particular situation on 
the basis of the many facts produced in support of and in opposition to 
various charges. The heat generated by NLRB decisions reflected the 
sharpness and high emotional content of the issues; for however a case 
was decided, the NLRB was severely criticized. 

The most difficult cases to determine were undoubtedly those in which 
a “refusal to bargain’' was alleged. Frequently, such charges had merit, 
but often unions filed them as a tactical maneuver to put the employer on 
the defensive in collective bargaining. The NLRB decided each case on 
its merits, but some basic principles were developed. For example, if an 
employer refused to meet with a union, or if he refused to negotiate with 
an authorized union representative, or did meet with an unauthorized 
representative, the Board would find the employer refused to bargain. 
But then there were cases in which the employer was charged with 
“merely going through the motions.” Here the Board had to determine 
whether bargaining was in good faith. A principal key would be whether 
the employer made counter proposals or just said “no”; whether obvious 
employer procrastination was found; or whether the employer would 
agree to meet with union representatives at a resonably convenient time 
and place. Also the NLRB ruled that it was an unfair labor practice for 
an employer to agree with a union on terms and conditions of employ¬ 
ment, but then to refuse to embody the agreement in a written contract. 8 
These were just a few of the NLRB’s decisions which forced a complete 
turnabout in the conduct of employers who, in pre-Wagner Act days freely 
discriminated against employees who joined unions and refused to deal 
with unions under any circumstances. 

In its unfair labor practice decisions which pertained to aid given to 

8 In affirming this decision, the Supreme Court noted that a businessman would be 
shocked and suspicious if one of his fellow businessmen refused to put into writing 
an agreement already arrived at. H. J . Heinz Co. v. NLRB , 311 U. S. 514 (1941). 
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unions by employers, the NLRB distinguished between cases involving 
independent unions and those involving affiliated unions. If an employer 
was found to have aided or dominated an independent union, the board 
decreed that union to be a company union, and ordered it completely 
disestablished. On the other hand, if the case involved a situation in 
which an AFL or CIO union was aided by an employer, the Board would 
merely require that the aid cease and that any benefits accruing from 
that aid be relinquished. Critics of the Board felt that this amounted to 
discrimination against independent unions in favor of affiliated unions, 
but the Board held to this policy throughout the life of the Wagner Act. 

A particularly perplexing problem in regard to unfair labor practices 
arose in the so-called “free speech” cases. These grew out of attempts of 
employers to influence the attitude of their employees on unions in gen¬ 
eral or on the merits of a particular bargaining agent, by speeches, notes 
in pay envelopes, and other forms of communication. The NLRB treated 
such employer communications as unfair labor practices if they were 
coercive in intent or if the communication was a part of a general anti- 
union campaign. Employers, however, believed that the NLRB's policy 
was an infringement of their constitutional right of free speech. 

In its earlier years, the NLRB was stricter in holding communication 
an unfair labor practice than after 1941, when the issue was clarified and 
somewhat modified by the Supreme Court. In general, the Court held 
that an employer could not use his constitutional right of free speech as 
part of a general campaign to discredit all or any unions. On the other 
hand, the courts also ruled that the employer was perfectly free “to 
remind his employees that in organizing and selecting a union to bargain 
for them they were making a solemn choice,” and that the employer 
could comment on the importance of that choice so long as he made it 
clear that the choice of a bargaining representative was still in the hands 
of the employees and that the employer had to abide by that choice. 9 

Representation Cases 

Equally important with unfair labor practice cases in the work of 
the NLRB, and every bit as controversial as a result of the split in the 
American labor movement, have been representation cases. Section 9 (a) 
of the Wagner Act provided that “Representatives . . . selected for the 
purposes of collective bargaining by the majority of the employees in a 
unit appropriate for such purposes, shall be the exclusive representatives 
of all the employees in such units for the purposes of collective bargain- 

9 C. O. Gregory, Labor and the Law (New York, W. W. Norton and Company, 
1946), p. 325. 
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ing. . . . ” Congress adopted the majority rule principle basically be¬ 
cause experience had shown that it was the only practical method. The 
representative of the majority is thus the representative of all the em¬ 
ployees in the bargaining unit whether or not they are union members, 
just as a Congressman represents everyone in his district regardless of 
whether they are members of his party or whether they voted for him or 
his opponent in the last election. If minority representation were per¬ 
mitted in collective bargaining, the employer would be constantly faced 
with demands from one or another group desirous of attracting support. 
Obviously, under such a setup neither collective bargaining nor a business 
would stand much chance of survival. 

In order to determine whether a given union was the representative of 
workers in a plant, the NLRB usually held elections among the workers. 
The names of the union or unions seeking certification were placed on the 
ballot along with “No Union.” If a union won a majority of these votes, 
it was certified as the bargaining agent with whom the employer had to 
bargain as the exclusive agent of the employers involved. If “No Union” 
received a majority, no certification was made. If, however, there were 
one or more contesting unions and no majority was received, the Board 
had to devise a system of run-off elections. 

If, for example, XYZ union, ABC union, and no union were on the 
ballot, and out of 2000 votes cast, XYZ secured 900, ABC 600, and no 
union 500, the NLRB under the Wagner Act would conduct a run-off 
election between XYZ and ABC, leaving no union off the ballot. This 
insured the selection of a bargaining agent, except in cases of tie vote, 
and was justified by the NLRB on the grounds that the overwhelming 
majority of affected employees had signified their desire to be repre¬ 
sented by a union. If, on the other hand, the vote was XYZ union 900, 
ABC union 500, and no union 600, ABC union would be dropped in the 
run-off. ABC supporters could then either vote for their rival XYZ, or 
vote for no union in the hope that at some future date, ABC could win 
majority support. 10 

Early in its life the NLRB was forced to determine whether a majority 
meant a majority eligible to vote, or a majority of those who actually 
voted. At first it adopted the former interpretation, but it soon found 
that this inspired coercion to keep employees from voting. The NLRB 
then altered its policies and certified unions as bargaining agents if they 
received a majority of the votes cast. This proved a wise move, for it 
compelled all interested groups to vie in getting into the vote. As a result, 
votes cast in NLRB elections averaged 80 to 90 per cent of those eligible, 

10 In its early days, the NLRB would drop “no union’ 1 from the ballot if the 
total vote for both unions was a majority, even though “no union” received the 
second highest vote. 
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as compared with the average 50 to 65 per cent of those eligible who vote 
in national political elections. 

Bargaining Unit Problems 

If the majority rule question posed difficult problems for the NLRB, 
they were nonetheless relatively easy to determine when compared with 
the problems involved in deciding which employees are eligible to vote 
in an election to determine the bargaining agent, and which groups of 
employees shall have the right to a separate choice of bargaining agents. 
Congress delegated these problems, known as questions of the “ appro¬ 
priate bargaining unit,” to the NLRB, giving it almost unlimited author¬ 
ity in Section 9 (b) of the Wagner Act which stated that “The Board 
shall decide in each case whether, in order to insure to employees the full 
benefit of their right to self-organization and to collective bargaining, 
and otherwise to effectuate the policies of this Act, the unit appropriate 
for the purposes of collective bargaining shall be the employer unit, craft 
unit, plant unit, or subdivision thereof.” This wide authority was given 
to the NLRB in the belief, based on experience of the NRA labor boards, 
that the various problems which arose were not forseeable and could 
best be determined by the NLRB. The AFL supported this viewpoint, 
not of course being able to predict that a full-fledged rival would arise 
to have equal status and different views on bargaining unit problems. 

In most cases, however, the NLRB was able to secure agreement from 
the parties on the bargaining unit. Although the Board decided each case 
on the merits, it grouped the facts determining its bargaining unit de¬ 
cisions around two basic criteria—the history of collective bargaining, if 
any, and the mutuality of interests of the employees. 

In the first group were such factors as the past relationships between 
unions and employees, the unit covered by such relationships, the juris¬ 
dictional rules of the unions, and past unsuccessful efforts of self-organiza- 
tions. Strike histories were also important, for strikes show relationships 
and test the homogeneity of groups. 

Around mutuality of interest, the Board placed a variety of factors, 
such as geographical location, manner of wage payment, degree of skill, 
comparability of wages, working conditions, etc. This meant that the 
typical bargaining unit was composed of production and maintenance 
employees in a single plant. Foremen and supervisors were excluded 
from the production worker’s unit because of their peculiar relation to 
management. Likewise, office, clerical, and white-collar workers were 
separated from production and maintenance employees, as were pro¬ 
fessional employees. In addition, guards and watchmen were placed in 
separate units because of their unique position, and temporary employees 
were often deemed outside the bargaining unit, because they had no 
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permanent status in the plant. All these decisions were based on the fact 
that production and maintenance employees have a basic common de¬ 
nominator which was lacking among other plant groups, especially since 
many of the latter have a special and different relation to the employer. 

In cases of multiple plant companies, the Board usually required each 
plant to vote separately if the plants were located in different geographic 
areas, but placed several plants in the same unit if the plants were closely 
situated, and/or there was a significant interchange of workers among the 
plants. The NLRB did not find it advisable to 

establish a broad unit including plants where a majority of the employees 
are opposed to the union which represents a majority of the employees 
in the other plants of the company. Generally, where other considerations 
point to the appropriateness of a unit covering all or a group of the 
plants of a company, the Board includes in the broad unit requested ail 
those plants in which the employees have voted for the union which 
claims the wide unit. Separate plant elections permit the local group 
of employees to determine for themselves whether to be included in the 
company-wide unit. The Board thus establishes as broad a unit as the 
extent of organization of the union makes appropriate, when other con¬ 
siderations point to the appropriateness of the broad unit. 11 

In a few cases, the NLRB found that employees of several companies 
were an appropriate bargaining unit, but this occurred only when there 
was a clear history of multi-unit employer bargaining. After some vacilla¬ 
tion the NLRB decided against including in broad multi-employer units 
(e.g., longshoremen on the Pacific Coast), groups (e.g., longshoremen in 
Tacoma, Wash.) who were currently bargaining independently of the 
board unit. On the other hand, generally if a group seceded from a larger 
unit, the NLRB declined to aid the seceders by placing them in a separate 
unit. 


In general, where the desires of the majority of a logically separate 
group, such as a single plant or locality, are opposed to those of the 
majority of all the employees of the company or group of companies, the 
Board has permitted the separate group to determine for itself whether 
to be included in the broad unit. In spite of considerations favoring the 
broad unit, the Board has held that to impose upon a distinct local 
group of employees a collective bargaining representative to which they 
were opposed, would in no way encourage the practice and procedure 
of collective bargaining, or insure to employees the full benefit of their 
rights under the Act. 12 


11 Seventh Annual Report of the National Labor Relations Board (Washington, 1942), 
p. 61. 

11 Seventh Annual Report of the National Labor Relations Board (Washington, 1942), 

p. 62. 
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Craft and Industrial Units and Union Reactions 

One of the most difficult problems facing the NLRB occurred when 
contesting unions presented contrary views as to whether the appropriate 
bargaining unit should be a craft or an industrial unit. Such a situation 
frequently arose in the metal industries, where, for example, a CIO union 
would ask that all production and maintenance workers be placed in the 
same unit, but the CIO’s petition might be contested by the AFL Pattern¬ 
makers, which might be able to point out that the patternmakers in the 
plant were actually members of its organization. 

In such a case, the Board would consider the claims of both parties, 
and if it found, upon the basis of all the factors, that the craft could 
logically lay claim to consideration as a separate bargaining unit, and if 
there was reasonable doubt as to whether the majority of this craft 
preferred representation by the craft union, or by the union claiming 
wider jurisdiction, the NLRB permitted the workers in the craft to 
determine the issue for themselves. The Board accomplished this by 
providing that the workers in the craft would have a choice in an election 
of the craft union, the industrial union, or no union, whereas the other 
production and maintenance workers would vote only for the industrial 
union or no union. If the craft union won the election among the pattern¬ 
makers, and the industrial union among the other workers, the Board 
would then divide the plant into two units and certify the craft union as 
bargaining agent for the craft and industrial union as bargaining agent 
for the remaining production and maintenance workers. If, however, the 
industrial union won bargaining rights for both the craft and the other 
production and maintenance workers, the NLRB would place the craft 
in the same unit as the other production and maintenance workers and 
would certify the industrial union as the bargaining agent for the single 
large unit. Finally, if either group voted for no union, no certification 
would be issued where the workers did not wish to be represented by a 
union. 13 

This policy obviously favored the craft unions. It is therefore difficult 
to understand why the AFL attacked the Board, and particularly its 
first chairman, J. Warren Madden, who was the author of this policy. 
In delving deeper, however, it is clear that what the AFL resented was 
the fact that its policy of exclusive jurisdiction had been supplanted by 
governmental supervision of bargaining units based upon the wishes of 
the affected employees. 

To put the matter another way, the AFL has traditionally taken the 
position that jurisdictional lines should be determined by the Federation 

18 This policy was called the tl Globe doctrine” because it was first enunciated 
in the ease of the Globe Stamping and Machine Company. 
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itself. The Wagner Act, however, stated that workers shall determine 
which union they wish to select as their bargaining agent, and the Wagner 
Act further gives the NLRB the power to determine who is eligible to 
vote in an election to determine the bargaining agent. Thus, the NLRB 
had no choice but to give the CIO and any independent union equal rights 
to appear on the ballot. Since the AFL regarded itself as the chosen 
instrument of American labor, it was highly resentful to see the CIO and 
other organizations benefit by the Act which had been pushed through 
Congress with its support. 

In passing judgment upon this controversy, one cannot avoid noting 
that it is far more democratic for workers to choose their bargaining 
agents than for the AFL to determine what union shall represent a given 
group of workers. Moreover, the plain fact is that the Wagner Act out¬ 
moded the principle of exclusive jurisdiction and required the AFL to 
adapt itself to certification by a federal agency. 

Although the CIO was founded after the Wagner Act became law, it 
was often no less critical of the NLRB’s bargaining unit policies than was 
the AFL. Neither the AFL nor the CIO were consistent in their criticisms. 
For example, the AFL bitterly attacked the Board for placing all Pacific 
Coast longshoremen in one bargaining unit, a decision which the NLRB 
later modified. But the AFL also criticized the NLRB with equal vigor 
when the Board declined to place all Western Union Telegraph Company 
employees throughout the country in a single unit. For its part, the CIO 
was severely critical of the NLRB’s “Globe doctrine” in craft-industrial 
disputes. Yet the CIO invoked this policy whenever it found it expedient 
to do so. 


Some Problems of Wagner Act Administration 

The Foreman and the NLRB 

Unlike the Railway Labor Act, which explicitly defined foremen as 
employees, the Wagner Act was not explicit as to the status of minor 
supervisory officials. Section 2 (2) of the Wagner Act defined “em¬ 
ployers” to include “any person acting in the interest of an employer, 
directly or indirectly. ...” But Section 2 (3) defined “employees” as 
“any employee,” with certain specific exceptions, notably agricultural 
and domestic service labor. Because foremen act “in the interest of an 
employer” and at the same time are “employees,” they can be included 
within the scope of both definitions. The NLRB so interpreted the act, 
both in cases involving unfair labor practices and in those involving 
representation. Moreover, the NLRB’s interpretation received uniform 
support from the federal courts. 

Because foremen act for management, the NLRB consistently ruled 
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that any unfair labor practice committed by them is chargeable to the 
employer. 

The Board contended that such liability is absolute, regardless of 
whether or not the behavior of the supervisors produces the desired 
results ... (or whether or not) the employer has knowledge of unfair 
practices of the supervisory employees. . . . The employer cannot 
even escape from the responsibility by instructing and warning the 
supervisory employees against violating the Wagner Act unless the acts 
are stopped or actively and effectively disavowed. A mere neutral atti¬ 
tude is not sufficient principally because the employer’s responsibility 
results not as a matter of fact but as a matter of law. 14 

Because foremen are also employees however, they may not be dis¬ 
criminated against because of union activities. As summed up by the 
Circuit Court of Appeals for the Eighth Circuit: 

A foreman in his relation to his employer, is an employee, while in 
his relation to the laborers under him he is the representative of the 
employer within the definition of Section (2) of the Act. Nothing in the 
Act excepts foremen from the benefits nor from the protection against 
discrimination nor unfair labor practices of the master. 15 

In representation cases, the NLRB ordinarily excluded foremen and 
supervisory employees from units of production employees. 

Such exclusion demands a definition of supervisors and foremen; and 
the Board places in that category those having power to hire and dis¬ 
charge, change wages, apportion work, discipline workers, maintain 
productivity, or to recommend such action. The assumption is that 
supervisory employees have interests which differ from those of non- 
supervisory employees. It is sometimes difficult to define supervisory 
employees, but the Board relies upon the interests of the group under 
consideration and considers all the evidence possible which would indi¬ 
cate the proper category for the employees. Minor supervisory em¬ 
ployees are ordinarily included if all parties so agree; but any request 
for exclusion will cause the Board to exclude them, or the Board may 
do so if such employees appear close to management. 16 

Again, however, because foremen were also employees under the 
Wagner Act, the NLRB was presented almost from its inception with 
petitions from unions requesting certifications as bargaining agents for 
employee groups who have supervisory functions. The NLRB was able 
to grant certification in such cases as those involving licensed masters, 

14 Walter L. Daykin, “The Status of Supervisory Employees under the National 
Labor Relations Act,” Iowa Law Review, 29:299-300 (January 1944). For a list of 
pertinent NLRB and court cases, see this admirable study* 

15 NLRB v. Skinner Kennedy Stationery Co., 113 F. (2d) 667 (1940). 

16 D. O. Bowman, Public Control of Labor Relatione (New York, The Macmillan 
Company, 1942), p. 163. 
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mates, and marine engineers, plant protection employees, and chief 
powerhouse operating engineers without any serious ambiguities resulting. 

It was not until 1942, when the Wagner Act was in its seventh year, 
that the NLRB was called upon to decide whether a unit composed 
solely of supervisory employees in a “ basic” or mass production industry 
was appropriate for collective bargaining. Then in the Union Collieries 
Coal Company case (41 NLRB 964, 44 NLRB 165), a divided Board ruled 
that assistant mine foremen, fire and weigh bosses, and coal inspectors 
employed in a coal mine were employees within the meaning of Section 2 
(3); and further that these subordinate mine officials “have that com¬ 
munity of interest which is prerequisite to inclusion within a single unit.” 
Accordingly, the NLRB certified the Mine Officials Union of America 
(independent) as the bargaining agent for this group. 

Following a change in the composition of the NLRB, the Board re¬ 
versed itself and refused to certify unions composed of foremen. After 
some period of industrial strife involving attempts of foremen’s unions to 
force recognition by direct action, the Board once more reversed itself. 
Just prior to the enactment of the Taft-Hartley Act in 1946, the final 
decision of the Board, with one of the three members dissenting, was that 
since foremen were employees under the Act, the}' had the right to use 
the facilities of the Act and the Board had no right to bar such use. 

The Board, moreover, did not distinguish between independent and 
affiliated unions of foremen. It did, however, place foremen in separate 
bargaining units from those of rank and file employees. This separation 
was more apparent than real in instances in w'hich the same union was 
certified as the representative of the foremen and of the rank and file. 

Professional Employees 

Since Section 2 (3) of the Wagner Act defines “employee” to “include 
any employee,” the National Labor Relations Board has always included 
professional employees as “employees” under the Act, rejecting the 
contention that it was not intended to embrace employees engaged in 
recognized professions. In so far as unfair labor practice charges are con¬ 
cerned, cases involving professional workers have not resulted in their 
being accorded any special treatment. 

As far as bargaining unit problems have been concerned, the NLRB 
has excluded professional employees from all bargaining units of pro¬ 
duction and maintenance work. The Board bases its policy on the fact 
that professional employees and production workers have no common 
history of collective bargaining, and that from the standpoint of educa¬ 
tion, experience, economic interest, relation to their employer, and 
method and amount of compensation, there is little, if any, mutuality of 
interest between the two groups. 
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When the bargaining unit problems involve professional employees 
and subprofessional technicians and/or white-collar workers, rather than 
production workers, the problem is somewhat different. In such instances 
the Board ruled that its so-called “Globe”- doctrine applied. In the key 
case the Board stated: 

Upon the entire record, we find that the professional employees 
might properly be considered either as a separate unit or as a part of a 
larger unit composed of professional and nonprofessional employees. 
Under such circumstances, we apply the principle that the determining 
factor is the desires of the professional employees. We shall, therefore, 
direct separate elections in order that we may ascertain the wishes of 
the professional employees. 17 

Despite the apparent fairness of this policy, a number of professional 
associations felt that the NLRB was not giving due consideration to the 
problems of professional employees. This failing, even though based upon 
a misunderstanding of the NLRB’s policies, resulted in a growing demand 
on the part of various professional agencies for amendment to the Wagner 
Act. As will be noted, such amendment was secured as part of the Taft- 
Hartley Act. 1 * 


Watchmen and Guards 

From its inception, the NLRB rejected the contention of employers 
that watchmen and guards should not be considered employees under 
the Wagner Act. The NLRB placed watchmen and guards in separate 
bargaining units. During World War II also, when some plant guards 
were armed, the Board put armed guards and unarmed watchmen into 
different units. 

At all times, however, the NLRB permitted the same union which 
represented production workers to represent also watchmen and guards. 
Employers claimed that this reduced the usefulness of these custodial 
employees because they were reluctant to use their authority on “union 
brothers.” Spokesmen for watchmen and guards generally denied these 
allegations, and the Board felt that any other policy would infringe on 
the freedom of organization guaranteed by the Act. 

Wagner Act-Norris-LaGuardia Act Conflict 

When the Wagner Act was passed, it was not assumed that any union 
would disregard a certification by the NLRB. Consequently, no thought 


17 Shell Development Co ., 38 NLRB 196 (1942). 

18 H. R. Northrup, “Collective Bargaining by Professional Societies/’ in R. A. 
Lester and J. Shister (eds.), Insights into Labor Issues (New York, The Macmillan 
Company, 1948), pp. 147-156. 
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was given to possible conflicts between the Wagner Act and the Norris- 
LaGuardia Act. 

The rise of AFL-CIO rivalry, however, brought the conflict in these 
two laws to the fore. For example, a number of cases occurred in which 
XYZ union was certified as bargaining agent for employees in a plant, 
whereupon the plant was picketed by ABC union. The bald purposes 
of this picketing were (1) to induce the employer to ignore the NLRB 
certification and to deal with a non-certified union; and (2) to force the 
employees who had voted for XYZ union to change their allegiance to 
ABC union. 

The employer in this situation was caught in a disastrous dilemma. 
If he yielded to the picketing pressure, he violated the Wagner Act and 
was subject to sanctions for so doing. If he did not yield, his business 
could be destroyed. He could get no injunction or court relief against the 
picketing because of the antiinjunction provisions of the Norris-La- 
Guardia Act. 

The dilemma to the employees was as real. Because they had exercised 
their right of free choice, they stood to lose their jobs through the efforts 
of the union which they had rejected. 

The Teamsters’ union, AFL, which employed picketing as its method, 
and the International Brotherhood of Electrical Workers of America, 
AFL, which instituted boycotts through its control of building construc¬ 
tion workers, were the principal offenders in attempting to compel dis¬ 
regard of NLRB certifications. The latter, in the last days of the Wagner 
Act, invoked a nationwide boycott of the products of the large Westing- 
house Electric Company because most of the production workers of the 
company had chosen to be represented by a rival CIO union. In many 
cities, this boycott was quite effective because members of the Inter¬ 
national Brotherhood of Electrical Workers of America controlled all 
electrical installation and construction work. The attempts on the part 
of unions to nullify the right of workers to join unions of their own choos¬ 
ing were indefensible and completely at variance with the basic principles 
of the Wagner Act. Such activities were also, of course, part of the basic 
conflict between the principle of exclusive jurisdiction upon which* 
American unionism had been built and the principle of self-determined 
organization which the Wagner Act made law. 

Voting Rights of Strikers 

Section 2, paragraph 3, defines employee to “include any individual 
whose work has ceased in consequence of, or in connection with any 
current labor dispute or any unfair labor practice, and who has not 
obtained any other regular and substantially equivalent employment 
. . . In cases where a strike occurred, the NLRB had the difficult 
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problem of determining for a bargaining unit election whether strikers 
could vote. If the employees were on strike as a result of unfair labor 
practices on the part of the employer, the Board would order them rein¬ 
stated and permit them to vote in any election, but as a general rule did 
not permit persons who had taken their jobs to vote. On the other hand, 
if the strike was purely an economic one, no reinstatement order would 
be required so long as the employer did not discriminate against em¬ 
ployees because of union membership. The Board, however, in cases of 
economic strike, would permit both the strikers and their replacements 
to vote. 


The Closed Shop and Related Problems 

Section 8 (3) made it an unfair labor practice for an employer to 
discriminate against an employee because of union membership, or to 
encourage or discourage membership in a labor organization. If this pro¬ 
vision had not been modified, it would have completely outlawed all 
forms of the closed and union shop. However, Section 8 (3) contained a 
proviso which stated that nothing therein would “preclude an employer 
from making an agreement with a labor organization (not established, 
maintained, or assisted by any action defined in this Act as an unfair 
labor practice) to require as a condition of employment membership 
therein, if such labor organization is the representative of the employees 
as provided in Section 9 (a), in the appropriate collective bargaining unit 
covered by such agreement when made.” 

This proviso had the effect of permitting closed or union shops except 
where the union had been dominated or assisted by the employer, and 
except where the union did not represent the majority in the appropriate 
bargaining unit. The effect of the act, therefore, was to place two impor¬ 
tant limitations upon the right of unions to sign compulsory membership 
agreements. These limitations caused further dissatisfaction on the part 
of the AFL with the administration of the Wagner Act. In a number of 
instances, for example, AFL leaders signed compulsory union agreements 
with employers who preferred the AFL to the CIO. Upon charges filed 
by either individual workers or by a CIO union, the NLRB abrogated 
some of these agreements on the grounds that they violated Section 8 (3) 
on two counts: that the AFL union had won its contract through com¬ 
pany assistance, and that the AFL did not represent a majority of the 
workers involved. In a few cases, in addition, CIO unions and quite often 
independent unions also signed contracts in violation of 8 (3) which 
the Board abrogated. 

# The statutory limitations of the closed and union shop which were 
imposed by the Wagner Act were extended by interpretation of the NLRB. 
In a number of interesting cases, the Board ruled that a union, which 
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either refused admission to members of a rival union or which, just prior 
to the expiration of a contract, used its compulsory union agreement to 
cause the discharge of those who were seeking to change the bargaining 
agent, was in fact violating the Wagner Act. Because, however, there 
was no provision in the Wagner Act for enforcement of unfair labor 
practices against unions, the NLRB issued orders against the employer, 
who was ordered to cease and desist from discharging persons in contra¬ 
vention of this board policy. The employer was also liable for back pay 
to such persons whom he had discharged. Many persons saw considerable 
justice in the claims of employers that they should not be penalized for 
carrying out the terms of an agreement with the union, but rather that 
such penalties should be assessed against the union itself. 

Besides limiting the closed shop, the Wagner Act resulted in other 
limitations on the freedom of union activity. For example, nothing is 
said in Section 9 about the duties of unions which have been certified as 
exclusive bargaining agents for groups of employees. Nevertheless, 
implicit in the fact that the union’s right to act as exclusive bargaining 
agent derives from an act of Congress is the duty of unions to represent 
all the employees in the bargaining unit without discrimination. In a 
number of cases which developed on the railroads under the Railway 
Labor Act, certain unions used their positions of exclusive bargaining 
agent to deprive Negroes of their jobs or seniority rights. In a significant 
case the U. S. Supreme Court held that 

the Railway Labor Act imposes upon the statutory representative of a 
craft at least as exacting a duty to protect equally the interests of the 
members of the craft as the Constitution imposes upon a legislature to 
give equal protection to the interests of those for whom it legislates. 
Congress has seen fit to clothe the bargaining representative with powers 
comparable to those possessed by a legislative body both to create and 
restrict the rights of those whom it represents . . . but it has also 
imposed on the representative a corresponding duty. We hold that the 
language of the Act . . . expresses the aim of Congress to impose on 
the bargaining representative of a craft or class of employees the duty to 
exercise the power conferred upon it in behalf of ail those for whom it 
acts, without hostile discrimination against them. 19 

Accordingly, the Supreme Court held that the failure of a certified 
union to represent all workers without discrimination subjected it “to 
the usual judicial remedies of injunction and award of damages when 
appropriate for breach of that duty.” 20 

The fact that these cases arose under the Railway Labor Act does not 

19 Steele v . Louisville and N . R . Company , 65 Sup. Ct. 227. 

90 Tunstall v. Brotherhood of Locomotive Firemen and Enginemen t 65 Sup. Ct. 236 
(1944). 
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mean that they do not have equal applicability where the Wagner Act 
applies. Both the Supreme Court and the NLRB clearly indicated that 
they do. The point that no law can give privileges without imposing 
obligations is well illustrated here. 

The bargaining unit policy of the NLRB forced other changes in union 
behavior. For example, some unions which admitted only skilled workers 
found that if they did not admit unskilled workers who were in closely 
related operations, the NLRB, by placing both the skilled and unskilled 
in the same bargaining unit, would permit the former to outvote the 
latter and thus might permit a rival union to take over the bargaining 
rights of the skilled workers as well as of the unskilled. In many other 
ways as well unions were forced to alter their organizing policies in order 
to conform to the realities of the Wagner Act. The failure of unions to 
adapt their policies more completely to the legal requirements of the 
Wagner Act, particularly in the attempt by picketing, boycotting, or 
other forceful means, to nullify bargaining agent certifications of the 
NLRB, did much to bring about the amendments to the Wagner Act 
which were contained in the Taft-Hartley Act of 1947. 

Wagner Act, Union Growth, and Strikes 

That the Wagner Act achieved its basic purpose in compelling a 
change in employer policy toward unions cannot be doubted. In 1935, 
when the Act became law, union membership stood at 3,900,000. In 
1947, when the Wagner Act was amended, union membership exceeded 
15,000,000. Although this union growth must be attributed to many 
factors, it was without a doubt substantially hastened by the Wagner 
Act. In so far as the Wagner Act should be judged as to the fulfilling of its 
stated policy of “ encouraging the practice and procedure of collective 
bargaining,” it was eminently successful. 

On the other hand, the Wagner Act cannot be said to have minimized 
the causes of industrial disputes except in one important respect. The 
representation procedure of the act provided a peaceful and democratic 
means of determining whether a union had the right to represent a group 
of employees. The substitution of NLRB procedure for the use of force 
in determining this question was one of the great contributions of the Act. 

In so far as strikes generally are concerned, however, the Wagner Act 
had little contribution to make. Congress gave the NLRB no authority 
to interfere in disputes over terms and conditions of employment. Once 
the union was certified as bargaining agent and the employer’s conduct 
was purged of unfair labor practices, the Wagner Act left matters to the 
parties themselves. But since the protection of the Act spurred union 
activity, the period 1935-41 saw a great surge of union growth. A com¬ 
bination of immature unions and management inexperienced in industrial 
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relations resulted in numerous strikes which more mature and experienced 
parties might have avoided. Critics of the Wagner Act blamed either 
the Act or its administration by the NLRB as the cause of the strife. 
Proponents of the Act blamed management opposition to both the Act 
and to unions as the cause. Perhaps a more accurate analysis would place 
the blame mainly on growing pains of unions and learning pains of 
management. 

At least by the end of 1946, after the great strikes of that year, a 
majority of the public probably blamed the Wagner Act for much of the 
industrial unrest. Critics of the Act were aided by some excesses on the 
part of the unions, especially those involved in refusing to honor NLRB 
certifications. Moreover, the assumption on the part of the proponents 
of the Wagner Act, which was frequently expressed in the early days of 
the law, that once unions were effectively organized, strikes would decline, 
played into the hands of the opponents of the law, particularly after the 
many strikes of 1946. Hence when the Republican Party captured control 
of Congress in 1946, its leaders believed that they had a mandate to 
enact legislation which would lessen the number of strikes—and this they 
believed meant drastic amendment of the Wagner Act. 
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The Wagner Act was under severe public criticism from its enactment 
in 1935 until its amendment 12 years later. Beginning in 1941, a series of 
bills modifying the Wagner Act passed the House of Representatives, 
only to be bottled up in the Senate Labor Committeee. In 1946, the 
so-called Case Bill passed both Houses of Congress, but was effectively 
vetoed by President Truman. Two minor laws—the Hobbs Anti-Racket¬ 
eering Law 1 and the Lea Act‘ 2 -were passed by Congress in this period. 
The former attempted to curb alleged racketeering by Teamsters, union 
officials and others charged with disguising extortion behind union 
demands; the latter was aimed at some of the more obvious “feather¬ 
bedding” activities of James Caesar Petrillo and the Musicians' union. 
Neither law proved very successful. 

Throughout this period, organized labor remained firmly opposed to 
any amendment of the Wagner Act. To the pleas of liberal Congressmen 
that organized labor agree to minor modifications of the Wagner Act, 
union leaders turned a deaf ear. Their attitude resembled that of em¬ 
ployers who in the period before 1935 refused to modify their views on 
union recognition, until compelled to do so by the Wagner Act. Conse¬ 
quently, labor’s friends in Congress had no constructive program with 
which to combat attacks on the Wagner Act. The amendment of the 
Wagner Act which was finally enacted, therefore, strongly reflected the 
views of employer spokesmen whose objective was to curb the power of 
organized labor. 

The stage was set for restrictive labor legislation by the wave of 
strikes in 1946. In that year, time lost through strikes reached an all 
time high of 113,000,000 man-days—a figure three times higher than in 
the previous year or in 1937, the two worst years up to that time. 3 On 
four different occasions during the year 1946, nation-wide strikes para 
lyzed essential industries. The blame for these stoppages cannot be lain 
entirely at the door of labor. Workers will not ordinarily strike unless 
they believe that their employers have refused to accede to reasonable 


1 60 Stat. 89. 

* 60 Stat. 420. 

*S. H. Slichter, “The Taft-Ilartley Act/’ Quarterly Journal of Economics , 62:7 
(February 1949). 
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demands. Nevertheless, the average American citizen was appalled by 
the power of a union which, twice within the space of one year, could tie 
up a vital industry such as coal. Public utility strikes, like the lengthy 
strike of electric light and power workers in Pittsburgh, were particu¬ 
larly damaging to the union cause. Then followed the Congressional 
elections of November 1946 which reflected strong public dissatisfaction 
with current labor policies and which were interpreted by Congress as a 
mandate for restrictive labor legislation. On June 23, 1947, the Labor- 
Management Relations Act—more popularly known as the Taft-Hartley 
Act—was passed by Congress over the President’s veto. 

Thus ended an important stage in the development of national labor 
policy in this country. The attitude of government toward collective 
bargaining by employees had passed through a succession of stages from 
active hostility in the early 1800’s when labor organizations were prose¬ 
cuted as conspiracies to active encouragement of union organization 
under the Wagner Act. Enactment of the Taft-Hartley Act represented 
a new stage in government treatment of both management and labor. 
The metamorphosis which had occurred in public thinking on the subject 
of collective bargaining is well exemplified by a comparison of the original 
phraseology of Section 7 of the Wagner Act with its revised wording in 
the Taft-Hartley Act: 

Employees shall have the right to self-organization . . . for the purpose 

of collective bargaining or other mutual aid or protection, and shall also 

have the right to refrain from any or all of such activities . . . . 

Whereas formerly the weight of government influence had been placed 
behind union organizing activities, the government now adopted a 
neutral attitude, recognizing the right of employees to organize and not 
to organize. Henceforth government was to be not a partisan but a 
policeman, protecting both management and labor from unfair prac¬ 
tices. Whether such neutrality is possible is, of course, debatable. 

Scope and Administration of the Act 

The Labor-Management Relations Act of 1947 was, in form, an 
amendment of the Wagner Act. Title I incorporated the text of the 
Wagner Act with, however, a number of major modifications and addi¬ 
tions. Title II dealt with conciliation of labor disputes and national 
emergency strikes and has already been discussed in Chapter 29. Title 
III authorized suits by and against unions, and Title IV created a joint 
committee to study and report on basic problems affecting friendly labor 
relations and productivity. Most of the provisions of the Act became 
effective either on June 23, 1947 or 60 days* thereafter. However, closed 
shop, union shop, and other forms of union security contracts in operation 
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when the Act was passed were not affected until expiration or renewal, 
even though the agreements might have as much as 2 or 3 years to run. 
Furthermore, union security contracts signed within 60 days of the Act ? s 
passage and running for a period of no more than a year were not affected 
until expiration or renewal. Thus the full impact of the Act on union 
security contracts did not make its influence felt until about the middle 
of 1948. 

During most of this period, the demand for labor was high and there¬ 
fore employers, in order to assure a satisfactory labor supply, were in¬ 
clined to forego exercise of some of the powers given them by the Act, 
which, if exercised, might have restricted union activities considerably. 
In appraising the good and bad features of the Taft-Hartley Act, it is 
therefore necessary to consider its various provisions not only in the 
light of actual experience under them, but also in the light of what effect 
they would have had upon union-management relations in times of 
general unemployment. 

Administration 

Administration of the Act remained under the National Labor Rela¬ 
tions Board, but a number of important changes were made in the com¬ 
position and power of the NLRB. Section 3 of the Act enlarged the 
Board from three to five members. To remedy the oft repeated charge 
made against the Board under the Wagner Act that it was both judge 
and prosecutor, the prosecuting function was removed from the Board 
and vested in a General Counsel who was made completely independent 
of the Board. This was done despite the fine record of the NLRB as an 
administrative agency. This grant of an independent status to the Gen¬ 
eral Counsel led to difficulties in administration which were not foreseen 
by the framers of the Act. Disagreement arose between General Counsel 
and Board as to what employers and employees were subject to the Act. 
As a result of this difference in interpretation of the law, representation 
and unfair labor practice cases would be instituted by the General Counsel 
involving fairly local enterprises only to be dismissed by the Board many 
months later. The advantages of a bifurcated setup were soon seen to 
be offset by its liabilities. 

Extent of Coverage of the Act 

The Taft-Hartley Act made important changes in the definition of 
“employer” and “employee” as these terms were used in the Wagner 
Act. Formerly the term employer included “any person acting in the 
interest of the employer.” Now it was redefined to include any person 
acting as “agent” of an employer. The reason for this change was that 
the NLRB had, as noted in the previous chapter, held employers liable 
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for unfair practices when these practices had actually been engaged in 
by minor supervisory employees who sometimes acted without authority 
and even contrary to express instructions from their employer. Union 
leaders, however, charged that this change in terminology had gone too 
far, since it would make it difficult for the NLRB to take action against 
employers associations which engage in “open shop drives” or other 
unfair practices unless it could be proved that the employer had actually 
constituted the association his agent for this purpose. 

The term “employee” also underwent important modifications. Most 
important, perhaps, was the removal of supervisors from the protective 
coverage of the Act. As we have seen in the preceding chapter, NLRB 
vacillated as to whether or not the Wagner Act protected the right of 
supervisors to form unions and engage in collective bargaining, but it 
had consistently held that the Act protected supervisors as employees 
from discriminatory practices by employers. Under the Taft-Hartley 
Act, however, supervisors were deprived of both of these protections 
and were therefore compelled to rely solely on economic weapons to 
achieve their objectives. Supervisors could still join unions, but em¬ 
ployers were free to use any means to intimidate and forestall such 
organization. In practice, the Taft-Hartley Act dealt unions of super¬ 
visors a hard blow. After its enactment, contracts of the Foreman’s Asso¬ 
ciation of America with Ford Motor Company and other important 
firms were not renewed. However, the Act had little effect in printing 
and other industries in which it was customary to include foremen in 
unions of employees. The Act did, however, distinguish between straw 
bosses, lead men, set-up men, and other minor supervisory employees 
on the one hand, and supervisors vested with such genuine management 
prerogatives as the right to hire, fire, or discipline on the other. Only 
the latter were excluded from the Act. 

How the Employer Was Affected 

In form, the Taft-Hartley Act retained the five unfair labor practices 
specified in the Wagner Act, and therefore to a casual reader it might 
have appeared that the employer was still subject to the same restric¬ 
tions as under the Wagner Act. Actually, however, newly added pro¬ 
visions in the Law afforded the employer a number of important new 
freedoms. 


Free Speech 

The Taft-Hartley Act accepted in spirit employers’ complaints on 
the “free speech” issue. A provision was included in the Act providing 
that the expression of any views, arguments, or opinions could not be 
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considered evidence of an unfair labor practice unless there was an actual 
threat of reprisal or force or promise of benefit. 

The protection afforded to employers by this provision was capable 
of acting as a serious deterrent to union organizing activity in those 
areas, such as parts of the South, where unions are not yet entrenched. 
The employer no longer had to remain neutral in a bargaining repre¬ 
sentative election and could actively campaign for “no union.” 4 Thus, 
for example, it was not an unfair labor practice under the Act for an 
anti-union employer to compel employees to meet on company time to 
hear an attack on unions, as long as the address were phrased in terms 
of “opinion” rather than “threats.” 5 This is a situation in which the 
cherished right of freedom of speech conflicts with the basic purpose of 
the Act to insure freedom to bargain collectively. The Taft-Hartley Act 
decided this conflict in favor of freedom of speech; yet at other points 
in the Act, union “freedom of speech” was restricted by prohibitions of 
the Act. For example, picketing by men carrying placards stating the 
union grievance is a form of “speech,” but the courts have held that 
peaceful picketing in aid of a secondary boycott prohibited by the Act 
is not privileged as free speech. 6 Thus under the Taft-Hartley Act the 
courts further receded from the “free speech” doctrine of picketing. 


Reinstatement and Disestablishment 

Section 10c of the Act prohibited the Board from ordering reinstate¬ 
ment or back pay in any case where the discharge was made “for cause.” 
This provision was included, according to the majority report of the 
House Labor Committeee, in order to “put an end to the belief, now 
widely held and certainly justified by the Board’s decisions, that engaging 
in union activities carries with it a license to loaf, wander about the 
plants, refuse to work, waste time, break rules and engage in incivilities 
and other disorders and misconduct.” The basis for this charge does not 
appear to have been factual. President Truman, in his message vetoing 
the Taft-Hartley Act, expressed the fear that this clause would permit 
an employer to dismiss a man on pretext of a slight infraction of shop 
rules, even though his real motive was to discriminate against the man 
for his union activity. However, the NLRB has indicated that it will 
not allow this clause to be used as subterfuge. For example, in one case, 
a company reduced its force by 150 men because of economic conditions 
and included in this number a disproportionately large number of union 


4 Wrought Iron Range Co., 22 LRRM 1050. 

6 Babcock and Wilcox , 22 LRRM 1057. 

8 United Brotherhood of Carpenters and Joiners v. Sperry , 15 Labor Cases 74,586. 
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members and participants in a recent strike. The Board held that these 
discharges could not be camouflaged as “for cause.” 7 

The Taft-Hartley Act required modification in NLRB practice with 
regard to disestablishment of unions as bargaining agent. After passage 
of the Wagner Act, employers sought to satisfy the collective bargaining 
provisions by inducing employees to bargain through so-called company 
unions, unaffiliated with national unions. Frequently, such company 
unions were dominated by employers who paid their expenses and 
appointed their officers. Where this condition was found to exist, it was 
the practice of the Board to order disestablishment. An organization 
affected by such an order, no matter if its members and officers subse¬ 
quently purged themselves of the taint of employer domination, would 
not thereafter be permitted recognition. By contrast, when an employer 
assisted an AFL union to get a majority in order to keep out a CIO 
union, the Board merely directed the offending employer to cease giving 
such assistance. The Taft-Hartley Act sought to compel uniform treat¬ 
ment of both unaffiliated and affiliated unions. 

The NLRB policy under the Taft-Hartley Act was to disestablish a 
union, whether it was affiliated or unaffiliated, if the employer dominated 
it; or to cut off its bargaining rights temporarily, if the employer gave it 
illegal assistance. 8 While this policy was applied uniformly to both un¬ 
affiliated and affiliated unions, there was, in practice, little change from 
the earlier procedure under the Wagner Act, since affiliated unions were 
seldom found to be “dominated” and therefore the most that would be 
done to them was a temporary withdrawal of bargaining rights, subject 
to certification in a new election. 

Procedural Privileges 

Employers were also granted important procedural rights. Whereas 
previously employers could petition for an election only when confronted 
with demands for bargaining rights by two or more competing unions, 
they could now seek an election whenever a union made a demand for 
recognition. The grant of this privilege to the employer restrained pre¬ 
mature claims of representation by unions attempting to organize a plant; 
for if the union failed to secure a majority vote in an election called by 
the employer, the Act prohibited the holding of another election for 
12 months. 

Another important right was the privilege to sue unions in federal 
court for breach of contract. Contrary to the grim prognostications of 
union leaders, there was no rush by employers to sue unions. The prin- 

7 NLRB v . Sandy Hill Iron Brass Works , 22 LRRM 2021. 

8 Carpenter Steel Co 21 LRRM 1232. 
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cipal effect of this clause was to cause unions to omit any no-strike pledge 
from their contracts. 9 


How Unions Were Affected 

Unfair Labor Practices 

The Wagner Act sought to overcome the disparity of bargaining 
power between employers and employees which existed at the time of 
its enactment. Therefore its restrictive provisions were all directed at 
employers, while unions were left free to engage in strikes, picketing, 
and various forms of coercion short of violence, in order to achieve 
organization of the workers. For this reason, the Wagner Act was criti¬ 
cized as being a one-sided law. The Taft-Hartley Act was designed to 
remedy this one-sidedness. It proceeded on the assumption that sub¬ 
stantial equality of bargaining power had been achieved and that there¬ 
fore both union and management should be subject to similar prohibitions 
regarding unfair practices. Those to which a union was subject were six 
in number, enumerated in Section 8b of the Act: 

1. Restraint or coercion. It was made an unfair labor practice for a 
union to restrain or coerce employees in the exercise of the rights guaran¬ 
teed them in Section 7. The latter guarantees the right to bargain col¬ 
lectively through representatives of the employees’ own choosing and 
also the right to refrain from such activity (except where a union shop 
has been authorized by law). This section was intended to protect indi¬ 
vidual employees from the strong-arm tactics of union “goon squads” 
which, allegedly by threat and intimidation, sometimes secured a majority 
vote which did not reflect the preference of the workers. LTnion officials, 
however, argued that if this section was directed at physical assaults and 
threats of violence, state and local laws were already adequate to deal 
with this problem, whereas if it applied to conduct short of physical 
coercion, it could be used by anti-union employers to obstruct the organ¬ 
izing activities of unions. Moreover, NLRB secret ballot elections would 
appear to blunt the efforts of “goon squads.” 

2. Illegal demands for union security. It was made an unfair labor 
practice for a union to cause an employer to discriminate against an 

9 The AFL, in a special bulletin to its constituent unions, advised: (a) that unions 
should refrain from including a no-strike clause in contracts, so as to avoid liability in 
suits over breach of such a clause: (b) that the contract should provide for arbitration 
of breach of contract cases to keep them out of court; (c) that the contract should 
provide for liquidated damages in the event of a breach so that the union will not 
run the risk of having a jury assess an exorbitant figure. See Suggested Clauses f for 
Collective Bargaining Contracts , Bulletin No. 4, Office of General Counsel, American 
Federation of Labor. 



686 


LABOR RELATIONS AND PUBLIC POLICY 


employee for non-membership in a union unless there was a union 
security contract with the employer which was recognized under the Act. 
The closed shop was prohibited, 10 even though both employer and em¬ 
ployees were satisfied with its operation. This prohibition, if enforced, 
could have had far-reaching effects upon collective bargaining relations, 
in view of the fact that prior to enactment of the Taft-Hartley Law, in 
the neighborhood of 4,800,000 employees worked under closed shop 
arrangements. 11 However, on the whole, closed shop industries have 
either ignored the prohibition or have circumvented it. This part of the 
law imposes no penalties and therefore is not brought into operation 
unless an individual charges an unfair labor practice. 12 Few such charges 
were made. 

A union shop provision in a collective agreement was recognized under 
the Act if it allowed at least 30 days after hiring before new employees 
were required to become members of the union. However, before a union 
could negotiate such a security provision, it was required to fulfil a num¬ 
ber of conditions: (a) file all required reports and affidavits; (b) receive 
designation as bargaining representative by a majority of employees; 
(c) show that at least 30 per cent of the employees in the bargaining unit 
wish to authorize the union to make a union security agreement; (d) 
secure a majority vote of all employees in the unit in favor of such a 
clause, in a specially conducted NLRB election. 13 Even if the union were 
able to satisfy all the above requirements and if an employer engaging in 
interstate commerce were willing to grant the union shop, its inclusion 
in a collective bargaining contract was prohibited under the Act if the 
particular state in which the business was located imposed more drastic 
conditions on union security clauses or forbade them entirely. 14 

If a labor organization succeeded in winning a union shop, the power 
of the union officials to dismiss a member from the union and hence from 
his job was circumscribed by a provision of the Act which made it illegal 
for a union or an employer to enforce a union security clause against 


10 Union hiring halls, commonly used by maritime workers, were also held unlawful 
under the Act. 22 LRRM 1289. 

11 Monthly Labor Review , 64:766 (May 1947). 

12 S. H. Slichter, “The Taft-Hartley Act,” Quarterly Journal of Economics, 
62:15-16 (February 1949). 

18 The union shop elections required by the Act were in most cases merely time- 
consuming and costly formalities. Iii 17,790 union shop elections held from August 
1947 to June 1948, the union shop won in nearly all. S. H. Slichter, “The Taft-Hartley 
Act,” Quarterly Journal of Economics , 62:15 (February 1949). 

14 This provision ran counter to the usual principle that state laws are superseded 
by federal legislation on the same subject matter. The Taft-Hartley Act not only 
applied the state law, but declared further that the state law should apply to em¬ 
ployers engaged in interstate commerce, as well as those whose business was purely 
local. 



THE TAFT-HARTLEY ACT AND LABOR ; S REACTION 687 

anyone for any reason other than non-payment of dues or initiation fees. 
This clause was intended to curb the power of labor leaders who were 
able to stifle opposition by their power to discharge objectors from the 
union and thus, under a union shop contract, deprive them of their right 
to work in the plant. Union officials alleged that such abuses character¬ 
ized only a few unions whereas this clause would weaken the disciplinary 
authority of all unions. For example, in a company where there was an 
established certified union with a union shop, this clause seemed to allow 
disaffected employees freely to engage in dual union organizing activities 
without fear of losing their jobs. Labor leaders also alleged that under 
protection of this clause, anti-union employers would be free to use spies 16 
in the plant and inside the union without the union’s being able to obtain 
their discharge. 

3. Refusal to bargain. It was made an unfair practice for a union to 
refuse to bargain collectively with an employer. This provision had a 
desirable effect upon those unions which had become so powerful that 
their “bargaining” activities consisted of presenting demands with a 
“take it or leave it” attitude. 

4. Illegal strikes and boycotts . It was made an unfair labor practice 
for a union to engage in or to encourage any strike 16 or refusal by em¬ 
ployees to use, manufacture, transport, work, or handle certain goods if 
any object of such action was any one of the following: 

a. To require an employer or self-employed person to join a union or an 
employer organization. The purpose of this clause was to prevent unions 
from forcing independent businessmen, such as plumbers, bakery de¬ 
liverymen, and others to join a union. Congress believed that the eco¬ 
nomic independence of these groups should be protected even though 
their hours of work and earnings might affect the standard of employees 
who work for hire in the same occupation. 

b. To force the employer or any other person to cease dealing in the 
products of another employer or to cease doing business with any other 
person. This clause was directed at the so-called secondary strike or 
boycott. If employees in plant A strike to compel employer A to grant 
higher wages, or to grant a union shop, this is a direct strike; but if the 
employees, having a grievance against employer A, picket, or induce a 
strike in company B which uses the products of plant A, then a secondaiy 

16 The Senate Civil Liberties Committee reported in 1939 that prior to the Wagner 
Act, labor espionage was the prevailing pattern of American industry. The Senate 
Committee found as a sample that of 1228 Pinkerton labor spies, 331 had infiltrated 
into unions; and of these at least 100 had held elective offices in unions, one even 
attaining the position of national vice-president of his union. See Statement of 
Hon. Elbert Thomas of Utah in United States Senate, April 30, 1947, Congressional 
Record, 98:4403. 

18 The Act defined “strike ” to include a concerted stoppage or slowdown. 
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strike or boycott is involved. For example, in one case, 17 which arose 
under this section, a union sought to compel a construction firm to dis¬ 
continue the purchase of prefabricated houses from a manufacturer with 
whom the union had a dispute. The union was ordered to refrain from 
inducing employees of the contractor to cease work by picketing, by 
the use of “we do not patronize” lists, or by any other conduct. Such 
secondary action, used by unions to bring more effective pressure upon 
the primary employer was considered objectionable by Congress because 
it unduly widened the area of industrial disputes by interrupting the 
operations of employers only remotely connected with the chief cause 
of the controversy. 

The Act made no distinction between legitimate and illegitimate 
secondary boycotts. It included a refusal to handle “scab” products 
made in a non-union shop or in a shop in which a strike was in progress. 
Even where one non-union employer threatened the working standards 
of an otherwise fully organized industry, a refusal on the part of em¬ 
ployees in the organized plants to handle or process goods intended for 
or coming from the non-union plant would violate the Act. This section, 
of course, was an amendment to the Norris-LaGuardia Act, as were other 
portions of the Taft-Hartley Act. 

c. To force or require an employer (including the employer of the strikers) 
to recognize or bargain with one union if another union is the certified 
bargaining agent; or to force another employer {not the employer of the 
strikers) to recognize an uncertified union . This clause was intended to 
protect employers from strikes by an uncertified union to compel the 
employer to violate the law by dealing with it rather than with another 
union already properly certified. As has been pointed out in the previous 
chapter, under the Wagner Act, the employer and employees in such a 
situation were placed in a dilemma from which the courts could offer 
no escape by reason of the Wagner Act-Norris-LaGuardia Act conflict. 
However, the Taft-Hartley Act declared such strikes to be illegal and 
made it mandatory for the NLRB to seek injunctive relief in the courts 
if, after preliminary investigation, there was reason to believe that the 
union was engaging in a strike prohibited by this section. 

d. To force or require an employer to assign particular work to employees 
in one union or craft , rather than to employees in another union or craft . 
This clause was intended to outlaw the so-called jurisdictional strike. 
Such strikes, growing out of controversies as to which craft has the right 
to perform a particular job, were particularly common in the construction 
industry and evoked widespread public criticism. As a direct result of 
the enactment of the Taft-Hartley Law, the building trades unions set 

17 Sperry v. United Brotherhood of Carpenters , 21 LRRM 2244. 
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up machinery to adjust jurisdictional disputes among the various crafts. 

A union which engaged in any of the activities banned in the above 
four situations committed an unfair labor practice and rendered itself 
liable in damages to anyone whose business or property was injured as a 
result of the strike. Moreover, when a charge was filed alleging that a 
union was engaging in activities under (a), (b), or (c) above, it was made 
mandatory that the Board seek an injunction against the union, if the 
Board had reasonable cause to believe the charge was true. 18 In the case 
of jurisdictional disputes, however, the Board had to hear and decide 
such cases itself unless within 10 days after the charge had been filed, the 
parties agreed to voluntary adjustment. The mandatory injunction 
provision mentioned above did not apply to jurisdictional disputes, but 
the NLRB could seek an injunction in situations where such relief was 
appropriate. 

5. Excessive initiation fees. It was made an unfair labor practice for 
a union which had a union shop agreement to charge membership fees 
in an amount which the Board found excessive or discriminatory under 
all circumstances. Little, if any, effect was given to this provision. 

6. Featherbedding . It was made an unfair labor practice for a union 
to “ cause or attempt to cause an employer to pay or deliver or agree to 
pay or deliver any money or other thing of value, in the nature of an 
exaction, for services which are not performed or not to be performed.” 
This clause was sometimes referred to as the “ anti-featherbedding ” pro¬ 
vision, but actually its scope was much more limited than the practice 
of make-work rules which is ordinarily encompassed within the term 
“featherbedding.” If some work were performed in return for the com¬ 
pensation—even though it were mere standing around during a recorded 
broadcast—then the statutory requirement of “ services which are not 
performed” was not satisfied and the provision was not applicable. 


Loyalty Affidavit 

One of the most controversial provisions of the Act was directed at 
Communist officers who have been in power in a few American unions. 
Section 9h of the Act disqualified a labor organization both as a bargain¬ 
ing agency and complainant under the Act unless there was on file with 
the Board an affidavit executed “by each officer of such labor organiza¬ 
tion and the officers of any national or international labor organization 


l * This injunctive procedure played a relatively minor role in the operation of the 
Taft-Hartley Act. From August 1947 to June 1948, NLRB General Counsel requested 
the courts to issue only 21 injunctions or temporary restraining orders. See Thirteenth 
Annual Report of the National Labor Relations Board (1948), p. 17. 
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of which it is an affiliate,” 19 that he is not a member of the Communist 
Party or of any other organization that believes in overthrow of the 
government by force. 

This provision evoked considerable criticism, both from unions and 
other sources, on the ground that it was unconstitutional 20 to discrimi¬ 
nate on the basis of membership in the Communist Party when that 
party was a legal organization entitled to a place on our electoral ballots. 
Moreover, it was questioned whether the most effective method of driv¬ 
ing Communists from unions was to deny locals all over the country 
the protection of the Act simply because one officer in the parent inter¬ 
national refused to sign the affidavit. Consequently, a number of the 
largest and strongest unions—among them the United Steelworkers 
(CIO), International Typographical Union (AFL), and the United Mine 
Workers (unaffiliated)—declined, as a matter of principle, to comply with 
this provision. Such non-compliance meant that these unions could not 
seek the aid of the Board in requiring an employer to bargain with them, 
nor could they be certified in a NLRB election. However, these unions 
were sufficiently well entrenched in their respective industries so that, 
by and large, employers did not refuse to bargain with them on the 
ground of their non-compliance with this affidavit provision. 

Non-compliance by many Communist-dominated unions did, how¬ 
ever, prove very detrimental to these organizations. The non-complying 
United Electrical, Radio and Machine Workers of America (CIO) and 
other left-wing CIO unions lost thousands of workers both to other CIO 
unions, such as the United Automobile Workers, and to AFL rivals. 
Severe membership losses were also suffered by the International Union 
of Mine, Mill and Smelter Workers, the United Farm Equipment and 
Metal Workers , of America, and the United Office and Professional 
Workers of America, all left-wing CIO unions. After several defections, 
the latter two organizations complied technically with the Act by remov¬ 
ing officers with direct Communist connections, electing alleged “stooges” 
in their places, and placing the former officers in appointive jobs which 
held the real power, but which did not come within the purview of the 
affidavit. This gave these unions access to the NLRB once more. 

The loyalty affidavit provision of the Taft-Hartley Act clearly 
strengthened the hand of non-Communist elements in unions, and aided 

19 The NLRB held that this requirement was satisfied if a local and its international 
complied with the section, even though all the officers of a parent federation like the 
AFL or CIO had not filed. Matter of Northern Virginia Broadcasters , Inc., Radio 
Station WARL , 75 NLRB No. 2 (1947). 

90 On April 13, 1948, a special Federal Court in a two to one decision ruled that 
the Taft-Hartley Act could constitutionally require union officers to swear that they 
were not Communists as a condition of using the facilities of the NLRB. National 
Maritime Union v. Herzog , 21 LRRM 2648. 
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the reaction against Communists which was attributable to the realiza¬ 
tion of union members that Communists in unions sought only to use 
labor unions as instruments to aid the cause of a foreign power. Never¬ 
theless, the method of denying a group access to the NLRB appeared 
questionable to many observers who had no sympathy with Communists. 
One way or another, however, the ultimate responsibility for eliminating 
subversive elements from the labor movement rested and continues to 
rest with the union membership itself. 

Reports and Financial Accounts 

In order to make use of the machinery of the Board, unions were also 
required to file with the Secretary of Labor copies of their constitutions, 
by-laws, reports showing salaries of officers above $5000, initiation fees, 
and annual financial statements. Unions are big business, collecting 
millions of dollars a year in the form of dues and fees. Such safeguards 
as requiring filing of union financial reports therefore seem desirable. 
Unfortunately, the unions which do not voluntarily file financial reports 
are concentrated in the buildings and amusement trades and are so well 
entrenched that they have little need to use the NLRB, and hence do 
not have to comply with such provisions. 

Restrictions on Political Contributions 

The Act made it unlawful for any labor union to make a contribution 
or expenditure in connection with any election to any Federal political 
office. The prohibition as to contributions corresponded to a similar 
prohibition applicable to corporations under the Corrupt Practices Act. 
Addition of the broad term “expenditures,” however, in the restriction 
applicable to unions, raised doubts as to the constitutionality of the 
provision. The Supreme Court has held that the ban of this section does 
not apply to expenditure of union funds in publishing the CIO News 
which advised members to vote for certain candidates in a Congressional 
election. 21 

Contributions to Union Welfare Funds 

In recent years, health and welfare funds supported in whole or in 
part by employer contributions have become increasingly popular as a 
subject of union-management negotiation. 22 Such funds require the col¬ 
lection of very large sums of money. Consequently, Congress felt the 
need for legislation which would hold union leaders to strict accountability 

£/. S. v . C/O, 22 LRRM 2194. 

” By inid-1948, more than three million workers were covered by such plans. 
See Chapter 9. 
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in the administration of such sums. Section 302 of the Act accomplished 
this purpose by permitting welfare funds maintained by employer con¬ 
tributions only when the payments are held in trust and the fund is 
administered jointly by employer and employee representatives, with 
neutral persons available to settle possible disputes. However, funds in 
existence prior to January 1946 were exempted. 

How the Individual Worker Was Affected 

A major objective claimed by the framers of the Taft-Hartley Act 
was to protect individual employees from the arbitrary power wielded by 
some labor leaders. Consequently, a number of important new privileges 
were granted to employees with corresponding limitations on unions, on 
the theory that the actions of the latter have not always been truly 
representative of the will of the workers in the collective bargaining unit. 

Elections 

The Taft-Hartley Act made a number of important changes in elec¬ 
tion procedure. Under the original Wagner Act procedure if two or more 
unions were on the ballot in an election to choose a bargaining repre¬ 
sentative, the employees voting in a “run-off” election did not have an 
opportunity to cast a negative vote (i.e., no union) in the run-off, unless 
the no-union vote had received a plurality of votes cast in the first elec¬ 
tion. In other words, the employees were limited in the run-off election 
to a choice between two unions, even though one of these unions might 
have run in third place. Later, the NLRB changed this procedure by 
requiring the two highest choices to be placed on the run-off ballot, so 
that the “no-union” choice could appear on the run-off ballot even if it 
had not received a plurality of votes in the first election. The Taft- 
Hartley Act made this procedure a matter of law. 

The Act also gave employees the right to seek elections to decertify 
a bargaining representative which no longer represented the majority 
of workers. In 154 decertification elections held under the Act, the bar¬ 
gaining representative was decertified in 105 28 —indicating that in many 
cases, unions, in the course of time, cease to represent the will of the 
majority of workers. 

Ban on Compulsory Check-off 

The Act prohibited the compulsory check-off, the method by which 
union dues are deducted by the employer from the worker’s wages and 
paid directly to the union treasury. The check-off of membership dues 

** S. H. Slichter, “The Taft-Hartley Act,” Quarterly Journal of Economics , 62:17 
(February 1949). 
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was made lawful only where individual employees had given a written 
assignment of wages for not longer than one year, or for the duration of 
the applicable union contract, whichever was shorter. This section had 
little effect. 

Bargaining Unit Problems—Professionals, Crafts, Guards 

Section 9b of the Act declared that the Board shall not decide that 
any unit including professional and non-professional workers is appro¬ 
priate for collective bargaining unless a majority of such professional 
employees votes for inclusion in such unit. This section was adapted at 
the request of various professional societies. In actual fact, it wrote the 
NLRB’s “ Globe” doctrine into law in so far as professional employees 
were concerned. 

The Act also provided that the Board may not decide that a craft unit 
is inappropriate on the ground that an industrial unit had already been 
established by a prior Board determination, unless a majority of em¬ 
ployees in the proposed craft unit vote against the craft unit. This clause 
was criticized by CIO officials who argued that it could be used to permit 
various splinter craft groups to break off from established industrial 
unions. These fears proved groundless, however, and in actual practice 
this provision produced little change in NLRB procedure with regard to 
representation of skilled crafts. The NLRB wisely interpreted this pro¬ 
vision as prohibiting it from using a prior unit determination as the sole 
ground for decision as to the appropriateness of a craft unit, but as still 
giving it discretion to include skilled workers in a larger industrial union 
where the work of the skilled group is so integrated with that of pro¬ 
duction workers that a separate unit would be inappropriate. 

The Act also provided that no union could be certified as a bargaining 
representative if it included both guards or watchmen and other em¬ 
ployees or was affiliated with an organization which included both groups. 
This section accepted in toto the arguments of employers that the same 
union should not be permitted to represent both guards and the rank 
and file. As a result, unions which included both guards and others had 
to disaffiliate locals of guards, which under the Taft-Hartley Act could 
be represented only by independent unions, unaffiliated with the AFL or 
the CIO. This weakened somewhat the union movement among guards. 

Discrimination against Minority Groups 

The Act provided (Sec. 8a-3) that an employer was not justified in 
discriminating against an employee for non-membership in a labor 
organization if he had reasonable grounds for believing that such member¬ 
ship was not available to the employee on the same terms and conditions 
generally applicable to other members. At first glance, this appears to 
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mean that a union shop contract could not be applied to Negro employees, 
unless Negroes were fully and equally admitted with whites to union 
membership. However, another section (8b-l) provided that a union 
shall have the right to prescribe it own rules with respect to the 
acquisition or retention of membership. Moreover, the Conference Report 
expressly declared that the Act did not disturb arrangements in which 
Negroes were relegated to an auxiliary local. 24 Thus it appears that the 
Act merely required a union to apply its admission rules—whatever they 
might be—uniformly to all applicants. This provision had little or no 
effect on existing discriminating membership policies of unions. 

Other Procedural Safeguards 

Among other important rights given to individual employees to 
strengthen their positions relative to the union was the power to sue the 
union for damages resulting from an illegal strike. Also, the employee 
was given the right to present grievances directly to his employer and to 
have such grievances adjusted without the intervention of the union 
representative. The adjustment could not be inconsistent with the 
terms of the collective bargaining agreement, and the union was given 
the right to have its representative present at the adjustment. Such 
individual settlements do serve, however, to weaken the union and are 
not conducive to stable industrial relations. 

How the Public Was Affected by the Law 

One of the major reasons for enactment of the Taft-Hartley Act was 
the general recognition on the part of the public and lawmakers that 
some means had to be devised to protect the community from stoppages 
of the flow of essential commodities and services such as characterized 
the wave of strikes in 1946. The Wagner Act itself had contained no 
prohibition against strikes of any kind; instead, it provided a peaceful 
alternative 26 to the costly strikes which had been fought over the denial 
of basic rights of union recognition. In 1937, 60 per cent of the workers 
on strike were involved in organizational disputes. In 1945, only 22 per 
cent of the strikers were out on organization strikes. 26 Thus the Wagner 
Act was successful in reducing this particular form of work stoppage. At 

24 The Conference Report refers specifically to the case of Larue and Brother Co., 
62 NLRB 1075 (1945), as an example of an arrangement not disturbed by the Act. 
Any other interpretation would have alienated Southern Democrats who were among 
the Taft-Hartley Act’s most ardent supporters. 

16 From 1936 to 1945, 10,058,872 employees resorted to the orderly procedures of 
the Act in 32,615 separate representation cases in order to establish their rights to 
recognition. Matter of Packard Motor Car Co., 61 NLRB 14 (1945). 

M Eleventh Annual Report of the National Labor Relatione Board (1946), p. 2, note 1. 
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the same time, however, strikes over economic issues—wages, hours, and 
working conditions—increased in importance. Moreover, industry-wide 
bargaining led to walkouts involving an entire industry instead of merely 
one plant. Thus, the same number of strikes in 1946 as in 1937 produced 
four times as many man-days lost in the later year. The Taft-Hartley 
Act attempted by a number of procedures and prohibitions to narrow 
and restrict the use of the strike weapon by organized labor. 

Prohibited Strikes 

Certain types of strikes deemed unduly oppressive to employers and 
the public were outlawed. These have been considered earlier in this 
chapter and included secondary strikes and boycotts, jurisdictional dis¬ 
putes, and strikes to upset the certification of a rival union. Any person 
injured in his business or property as a result of such unlawful strikes 
could bring suit for damages against the offending union. 

Strikes against the federal government were likewise forbidden and 
any individual employed by the United States who went on strike was 
subject to immediate discharge and loss of civil service status. We shall 
discuss this section in Chapter 33. 

Strikes called in violation of no-strike clauses in collective bargaining 
agreements were not prohibited, but the Act rendered the union liable 
to the employer for damages due to the breach of contract. It was hoped 
that imposition of such financial liability upon unions would make for 
stricter observance of such clauses and thus lessen the number of work 
stoppages. The effect, however, was a general withdrawal of such no¬ 
strike commitments from bargaining agreements. 

National Emergency Strikes 

Finally, the Taft-Hartley Act established procedure to govern so- 
called “national emergency” strikes. This procedure, which is discussed 
in Chapter 29, did not, however, forbid such strikes, but merely provided 
for their postponement. 

Cooling-off Periods 

The Act also required that at least 60 days’ notice must be given by 
unions and employers desiring to terminate or modify an existing con¬ 
tract. Within 30 days following such notice, if no agreement had been 
reached, a second notice was to be given to the Federal Mediation and 
Conciliation Service and to whatever mediation agency there was within 
the state. 

The difficulties involved in this procedure were discussed in Chapter 
29. Criticism has been directed in addition at the sanctions imposed by 
this section. Employees who walked out in violation of the cooling-off 
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period—the 60 days prior to contract termination—lost their status as 
employees under the Act and therefore were deprived of any protection 
against unfair practices by an employer. Thus an employer desiring to 
get rid of certain union officials might be able to provoke a walkout 
during the cooling-off period and could then discharge the officials who 
participated. In contrast to the drastic sanction imposed on employees, an 
employer who violated this section by locking out his employees during 
the cooling-off period was subject only to a cease and desist order. 

Appraisal of the Taft-Hartley Act 

Whether the Taft-Hartley Act is a “good” or a “bad” law depends 
in large measure upon the standard by which it is judged. If it is deemed 
desirable to afford greater freedom and privileges of self-determination 
to the individual worker, then it would seem that the Act constituted a 
rather hesitant advance in labor legislation. On the other hand, if one 
believes that progressive social policy requires strengthening labor 
organizations on the theory that all but a few unions are still at a dis¬ 
advantage in bargaining with employers, then the various restrictions 
imposed upon the activities of unions appear less desirable. 

Standards, therefore, affect one’s view of the Act and such standards 
frequently reflect the social bias of the individual. However, one standard 
is at hand which lends itself to a fairly objective appraisal. That is the 
extent to which the Act facilitated the process of effective collective 
bargaining. 

Ways in Which the Act Encouraged Effective Collective 

Bargaining 

Effective collective bargaining may be defined as bargaining which 
in general represents the will of the majority of workers. The decertifica¬ 
tion procedure provided by the Taft-Hartley Act enabled employees to 
rid themselves of a union which because of corrupt leadership or other 
causes no longer represented the majority of workers. Likewise, the 
Communist affidavit requirements may have served to lessen industrial 
disputes which reflected not the bona fide grievances of workers, but 
rather the planned intrigues of Communist officials. The prohibition 
against the closed shop and restrictions on the union shop were intended 
to eliminate practices, such as the selling of jobs through issuance of 
work permits, which benefited the union bosses rather than the union 
membership, but these provisions were largely misguided. 

Effective collective bargaining assumes also a balance of power be¬ 
tween labor and management. Under the Wagner Act, however, the 
balance of power in some industries had been so turned in labor’s favor 
that individual employers had no choice but to accept the union’s de- 
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mands. The Taft-Hartley Act sought to remedy this situation by imposing 
an obligation to bargain upon both the employer and the union. More¬ 
over, on the premise that effective collective bargaining requires respon¬ 
sible parties to the agreement, the Act made unions subject to court 
actions for breach of contract. But this premise ignored the fact that 
sound industrial relations are not built by running to the courts; and it 
further ignored the fact that a democratic union cannot be fully respon¬ 
sible for the acts of its members. 

Effective collective bargaining assumes that the democratic privilege 
of self-determination of wages, hours, and working conditions will be 
reasonably exercised so as not to inconvenience the public by widespread 
work stoppages. Such union devices as the secondary boycott, jurisdic¬ 
tional strikes, and industry-wide strikes in essential industries unneces¬ 
sarily burden the public. Therefore the Taft-Hartley Act narrowed the 
use of the strike weapon within limits deemed consistent with the public 
interest. By failing to provide an effective mechanism for handling emer¬ 
gency strikes and by outlawing all secondary boycotts, the Act again 
was not selective in applying restrictive measures. 

Ways in Which the Act Impeded Effective Collective 

Bargaining 

As of November 1949, actual experience under the Taft-Hartley 
Act is limited to a comparatively short period during most of which 
employers were inclined to use with caution the new powers given them 
by the Act. Therefore, it is necessary to supplement this experience 
with a consideration of the effect which the Act may well have upon 
collective bargaining in periods when labor's bargaining power is 
weakened. 

The Act enabled employers to delay peaceful determination of a 
bargaining representative through the NLRB machinery and therefore 
encouraged unions to strike to obtain recognition. An employer bent on 
delaying an election for certification of a bargaining representative could 
delay proceedings by charging the union with unfair labor practices, and 
since most organizing campaigns usually involve some “high pressure” 
salesmanship by union advocates, a prima-facie case of coercion fre¬ 
quently could be made out. Another handy weapon to delay an election 
which was afforded the employer was to require that the union local 
prove that every single member of the international to which it belonged 
had received a copy of its financial report. 

The Act saddled the Board with the costly and useless task of holding 
union shop elections in plants where it was a foregone conclusion that 
the union shop would be authorized. In 17,958 such elections held from 
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August 1947 to June 1948, the union shop was authorized in 98 per cent. 27 
The time required to hold these elections contributed to lengthy delays 
in disposition by the Board of other cases. And by creating a bifurcated 
agency, the Act upset the NLRB's procedure without improving it. 

The Act was intended to restore the balance of power in collective 
bargaining relations. But Congress had in mind the circumstances which 
exist in a few highly organized industries, without fully recognizing that 
in some areas organization is still in an incipient state and that in such 
areas the Act gave an anti-union employer power to prevent the emer¬ 
gence of effective collective bargaining. Particularly potent in this respect 
were the provisions which guaranteed the employer “free speech," 28 gave 
him the power to sue a union (and thus weaken it financially), and to 
charge it with unfair labor practices in organizing. Under other provisions 
of the Act, an employer could invite a walkout over economic issues, and 
then be free to replace the strikers with non-union men. The Act stated 
that the strikers could not vote in an election, but the strikebreakers 
were given this privilege. Anti-union employers may therefore be 
able to use a strike over wages to change the bargaining representative in 
their plants. 

The Act used as a sanction in a number of provisions the deprivation 
of rights under the Act. Thus, for example, employees who struck in 
violation of the cooling-off period provisions and unions which failed to 
sign non-Communist affidavits were forbidden to use the machinery of 
the Board. Obviously, however, these men and these unions would con¬ 
tinue to take part in industrial relations and their unprotected status 
only invited attacks by anti-union employers. If the objective of the Act 
was equality between management and unions, sanctions for enforcement 
should not have been put in the hands of employers. Such a policy invites 
industrial unrest, rather than compliance with the Act. 

Labor's Reaction 

Finally, it should be noted that the Taft-Hartley Act was written 
largely by those generally antagonistic to organized labor. The “get 
labor" atmosphere produced an emotionally charged bill, which literally 
made labor unionists fighting mad. The charge that the Taft-Hartley 
Act was a “slave labor act" is ridiculous. Labor unionists, however, 

17 Thirteenth Annual Report of the National Labor Relatione Board (1948), p. 2. 

S8 In one case, a Georgia company passed out sample ballots to its employees and a 
foreman showed his crew how to mark them against the union. About 90 per cent 
of the employees were illiterate Negroes who had never voted before. On a charge 
of unfair practices brought by the union, the NLRB decided that there had been no 
violation of the Taft-Hartley Act and that the anti-union sample ballot merely 
reflected “views” already expressed by company officials in speeches that were 
entirely legal. Murray Brothera f 75 NLRB No. 15 (1947). 
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actually reacted as if their charge were true. The fact that the sins of 
unions were in part responsible for the Taft-Hartley Act did not alter 
the emotional ferver. One of the least intended, but most important 
results of the Taft-Hartley Act was to arouse unions to the fighting pitch 
which enabled them to aid so effectively in President Truman’s election 
victory of 1948. The Taft-Hartley Act thus woke labor unions from a 
lethargic dependence on government in which the pre-World War II 
and the ensuing war years had cast them. 




32 

State Labor Relations Legislation 


Between 1937 and 1945, seven states—Utah, Wisconsin, New York, 
Pennsylvania, Massachusetts, Rhode Island, and Connecticut—passed 
legislation modeled on the Wagner Act. Two years later Wisconsin and 
Pennsylvania amended their “Little Wagner” acts to lessen the pro¬ 
tection given employees in choosing unions and to place restrictions upon 
certain employee and union activities similar to the provisions of the 
Taft-Hartley Act. Also, in 1939, Minnesota and Michigan adopted laws 
similar to the amended Wisconsin and Pennsylvania statutes, as did 
Colorado and Kansas in 1943. Finally in 1947, Utah amended its “Little 
Wagner” law on the Wisconsin model, and Massachusetts made modifi¬ 
cations in its legislation based upon the unanimous report of a tripartite 
labor-management-public committee appointed by the Governor. 1 

Besides these laws, most other states enacted labor legislation between 
1939 and 1948 which was aimed at restricting union activity in one 
manner or another. Most of these laws have not been applied, although 
a few have been tested in the courts. Following the 1948 national elec¬ 
tions, the anti-union tide which had run since 1948 was reversed and 
some of this restrictive legislation was repealed. 

Eight states 2 have enacted “fair employment practice” legislation 
aimed at curbing discrimination in employment because of race, color, 
sex, or national origin. Since such legislation may affect greatly the 
policies of employers and unions, it is also discussed in this chapter. 

Jurisdiction of State Labor Acts 

The jurisdiction of state labor relations acts includes (1) intrastate 
industries; (2) industries over which the National Labor Relations Board 
has ceded jurisdiction because of budget or other administrative pro¬ 
visions; and (3) areas of regulation concerning which a state law exists, 
but no federal law has been enacted. 

Intrastate industries (exclusive of agriculture, which is generally 


‘See C. C. Killingsworth, State Labor Relatione Acts (Chicago, University of 
Chicago Press, 1948), pp. 1-3. The data in this chapter are based primarily on this 
excellent book. 

‘New York, New Jersey, Massachusetts, Connecticut, Rhode Island, New 
Mexico. Washington, and Oregon. 
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exempt from both state and federal labor legislation) include an estimated 
13,000,000 workers 8 employed in laundries and other such service 
trades, local transportation and utilities, retail stores, etc. Approximately 
26 per cent of the labor force is so engaged. 

Since its inception, the National Labor Relations Board has ceded 
jurisdiction to state agencies over various industries which are tech¬ 
nically in interstate commerce but are also local in character. An example 
in New York has been the financial and brokerage industry which has 
been handled by the New York State Labor Relations Board, although 
the NLRB clearly had jurisdiction. The NLRB adopted such arrange¬ 
ments, either because its budget was limited or because it believed that 
state agencies could best deal with primarily local industries. 

The Taft-Hartley Act restricted NLRB state board cooperation, de¬ 
spite the fact that it purported to encourage it. This was true because, 
although the Taft-Hartley Act required the NLRB to cede jurisdiction 
over localized industries to state agencies, it permitted the NLRB to 
waive its authority only where the state law was consistent with the 
Taft-Hartley Act. Since, for example, New York’s law retained Wagner 
Act principles, the cooperation between the New York Board and the 
NLRB was thereby restricted. 

The third area of state jurisdiction arises when the state enacts a 
regulatory measure covering problems concerning which the federal 
government has taken no position. Thus state laws regulating the internal 
affairs of unions or outlawing union race discrimination have been ruled 
constitutional by the United States Supreme Court because the federal 
government has not asserted jurisdiction over these problems. Such state 
laws operate in interstate as well as in intrastate commerce. Likewise, in 
areas where federal law specifically cedes prime authority to the states, 
such as the provision in the Taft-Hartley Act making state authority 
paramount on regulation of closed shop and other compulsory union pro¬ 
visions, state authority prevails in interstate commerce. 

On the other hand, the federal courts have rebuffed attempts by state 
labor relations agencies to assert jurisdiction over plants engaged in 
interstate commerce where the NLRB has previously taken jurisdiction. 
Thus, a representation election, held by the Wisconsin board in a plant 
where the NLRB had previously certified a union, was declared null and 
void. Similarly, the New York board’s attempt to certify a bargaining 
agent for foremen in an interstate plant when the NLRB was refusing to 
certify bargaining agents for foremen was overturned. And the Utah 
board was enjoined from holding a representation election in an interstate 


•The estimates are those of C. C. Killingsworth, State Labor Relations Acts 
(Chicago, University of Chicago Press, 1948), p. 4. 
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plant where the union involved had not complied with the anti-Com- 
munist affidavit requirement of the Taft-Hartley Act. 

The “Little Wagner” and “Little Taft-Hartley” Acts 

Employer Unfair Labor Practices 

Both the “Little Wagner ” Acts and those which more closely resemble 
the Taft-Hartley Law follow the unfair labor practice provisions of the 
Wagner Act. Some include in their proscriptions specific prohibitions 
against black list, employer espionage, and other matters which have 
been covered within the Wagner Act's general restriction on restraint or 
coercion of employees for union activity. 

On the other hand, two of the state laws, Minnesota and Michigan, do 
not specifically prohibit the employer from restricting or coercing em¬ 
ployees, and the revised Wisconsin, the Minnesota, and the Colorado 
statute limit the protection of workers against company unions. 

In enforcing unfair labor practice provisions, the New York courts 
permit the New York State Labor Relations Board to draw inferences 
from hearsay, and make other variations from accepted courtroom pro¬ 
cedure along the lines of the procedure utilized by the NLRB under the 
Wagner Act. In most of the other states, however, the state courts have 
been more restrictive and have forced the state agencies to adhere more 
closely to court procedure. 

Most of the state laws permit the closed or union shop. The 1947 
amendments to the Massachusetts law, however, require the Massa¬ 
chusetts Labor Relations Commission to scrutinize discharges initiated 
by unions pursuant to compulsory membership agreements. Although 
the amended Wisconsin law prohibits compulsory membership agree¬ 
ments with a company-dominated union, it does permit the employer 
to sign such an agreement with a union which does not represent the 
majority of the workers, a provision which is obviously inconsistent with 
the freedom of choice w r hich that act purports to protect. The Kansas 
statute is somewhat similar. 

The Pennsylvania statute permits employers to sign compulsory 
membership agreements only if the union is free from company dis¬ 
crimination, is the majority choice of the employees, admits to member¬ 
ship all employees eligible, and does not discriminate because of race, 
color, creed, or political beliefs. Wisconsin and Colorado require unions 
who are parties to compulsory membership contracts to admit all present 
and, apparently, all future employees. In addition, both Wisconsin and 
Colorado require special elections and approval, by three-fourths of the 
membership in Colorado and by two-thirds in Wisconsin, before the 
compulsory membership agreement can be signed. The Wisconsin pro- 
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vision, incidentally, was the source of the similar election requirement in 
the Taft-Hartley Act. 

All these restrictions on the closed shop except those in Massachusetts, 
like those in the Railway Labor Act, are directed in actual fact primarily 
against the employer, rather than against the union, since the employer 
commits an unfair labor practice by signing an illegal compulsory mem¬ 
bership agreement, or by discharging an employee pursuant thereto. 
Perhaps this accounts for the fact that only in Wisconsin have there been 
actual cases brought to hearings under these provisions. The Massa¬ 
chusetts law attempts to surmount this difficulty by subjecting discharges 
made pursuant to the use of closed shops to arbitration. 

All of the Little Wagner Acts authorize the enforcement agency to 
order an employer to reinstate a worker who has been illegally discharged 
or otherwise discriminated against because of union activities, but only 
four of the seven Taft-Hartley type laws do so. In a number of cases in 
which workers have been discharged pursuant to an illegal closed shop 
agreement, the Wisconsin Employment Relations Board ordered the 
union to reimburse the worker with back pay, but the Wisconsin Supreme 
Court overturned the rulings on the grounds that the Board had no 
power so to penalize the unions. 

The Michigan, Minnesota, and Kansas acts make no provisions for 
either reinstatement or back pay. This omission reduces to a bare mini¬ 
mum the protection given to employees and to unions. 

All of the “Little Wagner” Acts and again only four of the Taft- 
Hartley type require the employer to bargain with the duly chosen repre¬ 
sentative of his employees. Colorado, however, permits the employer to 
refuse to bargain for a closed shop. Kansas, Michigan, and Minnesota do 
not require the employer to bargain, thus further reducing the protection 
given employees and unions. 

Finally, in all states but Kansas and Michigan, a special agency is 
delegated authority to administer the labor relations law. In these two 
states, administration is left to the courts where, as under the Railway 
Labor Act, the full burden of the litigation is on the aggrieved party. As 
a result, the unfair labor practice provisions of these two states are vir¬ 
tually inoperative. 

Unfair Labor Practices of Employees and Unions 

The unfair labor practices in the “Little Taft-Hartley” laws which 
are directed against employees and unions may be divided into four 
categories. 

1. Prohibitions of violence and similar activities, which were almost 

universally unlawful before the passage of the labor relations acts—for 

example, sit-down strikes, sabotage, and mass picketing. 
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2. Restrictions on peaceful tactics, such as picketing and organizing 
campaigns. 

3. Limitations on union objectives which make illegal all efforts to 
achieve a forbidden objective, such as a make-work rule. 

4. Regulations of the internal affairs of unions, such as financial 
matters, election procedure and eligibility for union office. 4 

Only in Wisconsin has there been any detailed experience with these 
proscriptions. In the other states, the machinery against unfair union 
practices has not been utilized except in a very few cases. And in 
Wisconsin the results have not been conspicuously successful, largely 
because the damages alleged have already been sustained long before 
the sanctions or remedies can be brought to bear. It will be recalled that 
the Taft-Hartley Act gave prior treatment to and provided that the 
NLRB must seek an injunction in boycott cases. It seems likely that this 
provision was influenced by the experience under the Wisconsin law. 

In making violence and other already unlawful acts unfair labor prac¬ 
tices, the Little Taft-Hartley laws provide new procedures and penalties 
to control such conduct. The laws which are enforced by administrative 
agencies can be utilized to restrain violence or illegal picketing: or the 
protection of the law may be withdrawn from unions. This latter is a 
severe penalty, for it leaves the employer free to commit any and all 
unfair labor practices against the union, and this amounts to a doctrine 
that two wrongs make a right. Moreover, in case the same penalty is 
invoked against the employer, he has little to lose since he can apply for 
police protection against activities which were always unlawful. 

The second group of state employee unfair labor practices restricts 
activities such as peaceful picketing, boycotting, and jurisdictional 
strikes which would otherwise be lawful. As we noted in Chapter 27, 
the extent to which the states may regulate peaceful picketing is not 
clear, although it is certain that some regulation is permissible, and that 
the Supreme Court appears to be retreating from the extreme view that 
picketing is merely a means of communication. 

Kansas makes it unlawful to strike, picket, boycott, or otherwise 
engage in concerted activity for the purpose of a jurisdictional strike. 
Minnesota provides that if, upon due notice, the unions do not cease a 
jurisdictional strike and determine the issue peacefully, the governor may 
appoint a referee and force the matter into compulsory arbitration. This 
was undoubtedly the provision upon which the similar Taft-Hartley Act 
section was modeled. 

Wisconsin and Colorado make it an unfair labor practice for a union 
to refuse to accept a final and binding award of the state labor relations 

4 C. C. Killingsworth, Stale Labor Relations Acts (Chicago, University of Chicago 
Press, 1948), pp. 42-43. 
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agency, an arbitration tribunal, or a court. This has had the effect of 
outlawing picketing or boycotting to upset labor board certifications. In 
1947, Massachusetts specifically amended its law to prevent union de¬ 
fiance of labor board certifications. In New York, the state courts have 
ruled that the state anti-injunction law, which is modeled on the Norris- 
LaGuardia Act, does not limit the right of the courts to enjoin picketing 
which is aimed at nullifying a state labor board certification. Hence, 
New York has felt no need to legislate on this subject. 

Minnesota, Wisconsin, and Colorado provide that strikes in violation 
of collective agreements are unfair labor practices. In addition, as noted 
in Chapter 29, most of the states which have legislation similar to the 
Taft-Hartley Act require strike notices and strike votes prior to the 
calling of the strike. 

Kansas, Wisconsin, Utah, Minnesota, and Colorado have outlawed 
nearly all types of primary or secondary boycotts. Utah, Wisconsin, and 
Minnesota exempt sympathy strikes in support of employees in similar 
occupations working for other employers in the same type work, but the 
other states even omit these provisions. These state laws, combined with 
the provision in the Taft-Hartley Act, effectively outlawed picketing in 
support of boycotts in most industries. 

Finally, Wisconsin, Colorado, Utah, Michigan, Kansas, and Pennsyl¬ 
vania prohibit employee interference or coercion in the right of employees 
to join or not to join unions. 

The most important regulation classified in the third group—restric¬ 
tions on union objectives—is that of compulsory union agreements. Since 
this applies as an unfair labor practice to employers as well as to unions, 
it has already been discussed above. In addition, however, three states— 
Wisconsin, Colorado, and Pennsylvania have, like the Taft-Hartley Act, 
outlawed the automatic or general check-off of union dues and permit 
only the voluntary check-off after the individual has authorized it in 
writing. 

Two other restrictions are contained in this type of legislation. The 
first is the as yet unused provision in the Colorado Act which makes it 
an unfair labor practice for a union to require the hiring of unnecessary 
employees. A similar provision was later placed in the Taft-Hartley Act. 
The other is the restrictions in the Wisconsin and Utah laws which make 
it an unfair labor practice for an employer to bargain with a minority 
union. This is applicable not only where there is a majority union but 
also where there is a union to which a minority of the employees belong, 
but no majority union has been certified. Hence, it goes beyond the 
Wagner or Taft-Hartley Acts. 

The final group—regulation of the internal affairs of unions—includes 
provisions apparently designed to restrict union activity couched in 
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terms of union democracy (Kansas and Colorado); those which are 
genuinely designed to promote union democracy (Massachusetts and 
probably Minnesota); and those which are difficult to classify (Wisconsin 
and Pennsylvania). 

Kansas requires registration, licensing of business agents, and many 
other details which are designed to burden unions and which are of 
questionable constitutionality, since conceivably they could be utilized 
to prevent unions from operating altogether. Colorado enacted an even 
more drastic regulatory law, which included compulsory incorporation 
for unions, but this section of the statute was declared invalid by the 
state supreme court. 

Wisconsin’s statute requires unions to provide financial reports in 
writing to all members, but makes no penalty for violations. Kansas pro¬ 
hibits the collection of dues, assessments, etc., in excess of those author¬ 
ized in the constitution of the union. Colorado’s financial requirements 
are severe in that they require the state industrial commission to pass 
upon initiation fees and dues and to change or to alter any fees if the 
commission thinks such changes are proper. Conceivably, the indus¬ 
trial commission could cut off all revenues of the union, but the provisions 
cannot now be enforced, .since they were included in the compulsory 
incorporation section which was held unconstitutional. 

Kansas, Wisconsin, and Colorado regulate union elections. Kansas 
merely makes it an unfair labor practice to prevent or prohibit an election 
of officers. Minnesota’s unique union democracy law 6 regulates the details 
of elections, providing that they must be held according to the union 
constitution but at least every four years, with secret ballot, and dis¬ 
qualifies the union as a bargain representative in case of violation. Thus 
far, however, no enforcement proceedings have ever been instituted. 
Colorado’s regulations, which were the most drastic, have been rendered 
unenforceable by the court decision in the compulsory incorporation case. 

Pennsylvania, Wisconsin, Colorado, and Massachusetts regulate union 
membership policies in cases where the union holds a closed shop or other 
form of compulsory membership contract. Pennsylvania prohibits dis¬ 
criminatory membership policies because of race, color, creed, or political 
affiliation for such unions. Wisconsin and Colorado require that a union 
under such an agreement must not unreasonably refuse to accept any 
employee of the employer as a member. The Massachusetts law of 1947 
provides that no compulsory membership agreement can be applied to 
an employee who is not eligible for full membership and voting rights 
in the union. In addition, the employer cannot discharge such an employee 
except under restricted conditions, and the employee can appeal to the 


6 This is a separate statute from the Minnesota labor relations act. 
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Massachusetts Labor Relations Commission to have a discharge over¬ 
turned, if (1) the discharge violated the union’s rules, (2) the employee 
had been denied a fair trial, (3) the penalty imposed was not justified 
by the offense, or (4) the penalty was inconsistent with the established 
public policy of the state. It is also an unfair labor practice in Massa¬ 
chusetts to strike against or boycott an employer to force him to discharge 
an employee in violation of the state law. 

Kansas makes it a misdemeanor for a union to deny an employee the 
right to petition courts concerning any agreement, to publicize facts con¬ 
cerning such agreement or violation of law, and to assemble peaceably or 
to speak freely. Colorado permits an employee to take any complaint 
regarding any union matter to the state industrial commission and thus 
suspend any disciplinary action of any kind that a union might impose 
upon a member until the commission could interfere. Here again, however, 
the law is inoperative because of its tie-in with the unconstitutional com¬ 
pulsory incorporation feature. 

Representation Disputes 

All the state labor relations laws except those in Kansas and Michigan 
provide that in case of a dispute over representation the appropriate 
agency shall have authority to determine which union, if any, is the 
representative of a given group of employees. In Michigan, the state 
mediation board can conduct elections but only if all parties agree, but 
Kansas makes no provision whatsoever. 

In general, the state boards handle representation matters similarly 
to the way in which the National Labor Relations Board functions. There 
are, however, some statutory and administrative variations. The first of 
these is the so-called craft proviso, which has been written into many 
of the state laws at the request of the American Federation of Labor. 
Thus the New York law, Section 705 (2), provides that “in any case 
where the majority of employees of a particular craft shall so decide the 
[New York State] board shall designate such craft as a unit appropriate 
for the purpose of collective bargaining.” This is similar to, but goes 
beyond, the craft unit policies of the NLRB as expressed in the “Globe” 
doctrine. 6 In effect, it extends to all crafts the right of separate repre¬ 
sentation such as the Taft-Hartley Act gave to professional employees. 
State agencies may, however, deny a separate election to an employee 
group if the agency decides that the group is composed of various em¬ 
ployees rather than of a “true craft.” 

The appropriate unit is generally one plant, but multi-plant units are 


•See Chapter 30, pp. 66f!., for a discussion of the “Globe” doctrine. 
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not unknown, particularly in industries, e.g., retail delivery, where multi- 
unit bargaining on a local basis is common. 

All the laws follow the Taft-Hartley rather than the Wagner Act in 
permitting employers to petition for representation elections, although 
the latitude permitted employers to petition varies considerably. In addi¬ 
tion, Pennsylvania and Wisconsin permit employees to file petitions to 
prove that they do not want representation by a union. This is a some¬ 
what similar approach to the decertification procedure of the Taft- 
Hartley Act. 

Restrictive and Anti-union Legislation 

Between 1939 and 1948, a great many states enacted legislation 
making it illegal for a union to engage in a variety of actions, some of 
which were already illegal and others of which were common union prac¬ 
tice. These laws reached a peak in 1946-47, and then commenced to be 
counterattacked the following year. In general, this legislation was spon¬ 
sored by industrial interests and placed on the books largely with the 
assistance of rural legislators who had been angered by strikes which 
interfered with marketing of crops, or who were merely anti-union in 
outlook, as was generally the case. 

The legislation referred to in this section is not part of labor relations 
statutes. Rather, it consists of a series of laws which outlaw union prac¬ 
tices (or alleged practices) without offering any constructive substitutes 
or programs. Moreover, most of these laws have been passed in pre¬ 
dominantly rural southern and midwestem states where unions are rela¬ 
tively weak. There can be no doubt but that the prime purpose of these 
laws is to lessen the ability of unions to function effectively. As in the 
case of other union regulatory measures, however, the effect is often the 
opposite, for unions are aroused to energetic action, economic and polit¬ 
ical, in order to remove the restrictions. 

Nature of the Restrictive Laws 7 

As of July, 1947, 17 states had special provisions outlawing already 
unlawful conduct such as force and violence, sitdown strikes, and force in 
picketing. As to activities which are not otherwise unlawful, by mid-1947, 
jurisdictional strikes were outlawed by 7 states, 4 outlawed sympathy 
strikes, a like number outlawed strikes to compel statute violations, and 
10 regulated strikes in violation of contracts. 

Six states proscribed picketing in the absence of a labor dispute, 3 
prohibited non-employees from picketing, 2, picketing of homes, and 

7 This compilation based on C. C, Killingsworth, State Labor Relations Acts 
(Chicago, University of Chicago Press, 1948), as corrected, includes some states 
where the restrictive measures are a part of labor relations laws. 
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Delaware gave courts almost blanket authority to regulate or restrain 
picketing. 

Boycotting was regulated by 1947 in 11 states, and 12 states had en¬ 
acted anti-coercion statutes aimed at alleged union coercion of employees. 

As of 1947, 16 states had passed legislation outlawing all forms of the 
closed or union shop, and 6 states regulated the check-off. Missouri out¬ 
lawed strikes to gain union recognition in the absence of a labor board 
certification, and Delaware outlawed union hiring halls, union demands 
to secure standby employees, or to secure work not required by an em¬ 
ployer, and union demands aimed at unionizing working employers. 

By 1947 also, registration laws for unions requiring filing of reports, 
licensing or similar provisions were established by 10 states, dues and 
fees were regulated by 7 states, and elections and eligibility of office by 
4 states. Discrimination because of race or color was regulated by 16 states, 
including 8 which enacted fair employment practice legislation. Other 
state laws regulated expulsions, and set forth minimum rights of members, 
and 4 limited political contributions by unions. 

By mid-1949, Louisiana, Maine, Delaware, Missouri, New Mexico, 
and New Hampshire had repealed their restrictive labor legislation, and 
repeal forces in North Carolina and Iowa had been defeated by the 
narrowest of margins. For, although many of the problems covered by 
these restrictive laws are worthy of legislation, no constructive purpose 
is served by overly restrictive “get unions” legislation which is usually 
enacted in an emotion-choked atmosphere with little understanding of 
the basic problems of industrial relations. 

Fair Employment Practice Legislation 

The efforts of Negroes and other minorities to obtain a fair chance at 
employment opportunities, coupled with the manpower requirements of 
the armament program, led in early 1941 to the establishment of a Presi¬ 
dential executive order establishing a fair employment practice com¬ 
mittee. During the war, the committee attempted to integrate minority 
workers into war industries and otherwise effectuate the policy of non¬ 
discrimination on grounds of race, color, creed, or national origin. 

The w T ork of FEPC dramatized the possibilities of such legislation 
and led to the passage of state laws in eight states by mid-1949. 8 In 
addition, legislation of this character is being pushed in many other states 
and in Congress. 

Under the state fair employment laws, agencies are empowered to 
investigate and to hear charges of discrimination in much the same 
manner as the NLRB handles unfair labor practice cases. The laws also 

8 New York, New Jersey, Massachusetts, Connecticut, Oregon, Washington, Rhode 
Island, and New Mexico. In addition, Wisconsin and Indiana have advisory laws. 
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provide, however, that conciliatory methods to secure compliance must 
be attempted before enforcement is invoked. 

The state laws have already had effects upon policies of employers 
and unions. A number of unions, such as the Brotherhood of Railway 
and Steamship Clerks, Freight Handlers, Express and Station Employes 
and the Brotherhood of Maintenance of Way Employees, have removed 
discriminatory provisions from their laws and have adopted non-dis- 
criminatory policies. Others, however, such as the Brotherhood of Rail¬ 
road Trainmen and the Brotherhood of Locomotive Firemen and Engine- 
men, have modified their rules but not their policies. 

State fair employment practice laws have also resulted in considerably 
increased employment, especially for Negroes, but also for other minor¬ 
ities. Unfortunately, however, these laws have not had the far-reaching 
effects which their sponsors expected. The basic reason appears to be 
that workers of minority groups remain reluctant to apply for jobs where 
they feel that they will be rejected. Workers are looking for jobs, not 
law suits or insults. And most important, there is no organization to play 
the role which unions have in unfair labor practice cases. A worker who 
has been discriminated against because of race or color may secure some 
assistance from a race relations organization or a legal aid group; but 
no organization exists which is primarily engaged in handling such 
matters. As a result, many complainants do not follow through even if 
they make complaints. 

Another factor which has limited the value of state fair employment 
agencies is the stress given conciliation as against enforcement. The 
agencies appear more anxious thus far to avoid antagonizing the business 
community than to push forward the main task of securing fair employ¬ 
ment for minorities. 9 


Concluding Remarks 

The states have experimented widely in the field of industrial rela¬ 
tions. Many state laws have been based on federal experience; and much 
federal legislation in turn originated in the states. The Wagner Act was 
copied by several states, and many of the Taft-Hartley amendments to 
the Wagner Act were based on state laws. 

The need, however, for basic uniformity in federal-state legislation has 
never been seriously attacked. No agreement exists as to which areas 
should be regulated by states and which by the federal government. 
Stable and peaceful industrial relations require agreement both on areas 
of regulation and on principles. The latter, apparently, must await the 
former, and the former may only be achieved by federal assertion of 
authority where Congress decides such is necessary. 

•gee H, R. Northrup, “Proving Ground for Fair Employment—Some Lessons 
from New York State's Experience/' Commentary , 4:552-566 (1947), 
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Government as Employer 


In 1947, 6,000,000 persons earned their livelihood as civilian employees 
of federal, state, or local governments. 1 Public employees thus constitute 
one of our largest worker groups. Moreover, the tendency of our times is 
to increase the services of the state and hence, the number of public 
workers. Obviously, the government must have industrial relations 
policies to deal with its vast employee force. 

The role of government as employer is of increasing concern today, 
first because of the expansion of government activity into the industrial 
field, and second because of the frequent use of the seizure technique as a 
method to deal with so-called emergency strikes. As to the latter situation, 
for example, the Supreme Court ruled in 1947 that the federal government 
was not proscribed by the Norris-LaGuardia Act from obtaining an 
injunction against a strike by the United Mine Workers at a time when 
the government had seized the mines because miners were then “ federal 
employees.” 2 The court ruled thus despite the fact that the government 
was in possession of the mines in only a fictional, or perhaps technical 
sense, and despite the fact that there was no thought on the part of any¬ 
one involved in the controversy that the mines would not be turned back 
to their private owners (who continued to operate them during govern¬ 
ment seizure) as soon as the miners and operators could reach an agree¬ 
ment for peaceful operation. 

The government as employer thus poses a serious problem for the 
future of collective bargaining. If the government continues to increase 
its industrial activities, the area of collective bargaining can be narrowed 
considerably. There are, however, strong possibilities that this dilemma 
can be averted. One way would be for the government to adopt different 
labor policies for its industrial activities than for its traditional functions. 
In some ways this is what Great Britain is doing in its newly nationalized 
industries, and what the federal government has done in such quasi¬ 
independent operations as the Tennessee Valley Authority. 

Another, and in many ways more feasible, manner in which the 
dilemma of government as employer can be resolved is for both govern¬ 
ment and government employees to exercise that restraint which should 

1 Data from U. S. Bureau of Census. 

* U . v. United Mine Workers , 67 Sup. Ct. 677 (1947). 
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characterize their relations in a democracy. For employees, this means 
voluntary relinquishment of the right to strike in recognition that, what¬ 
ever the legal aspects of the problem, the general public is generally op¬ 
posed to strikes of public workers. In return, the government should 
recognize that unions and collective bargaining have a role in govern¬ 
ment-employee relations, and that the fact that government employees 
do not use the strike weapon makes it essential that substitute methods 
of settlement and fair personnel practices be instituted. This latter is the 
more likely road of labor relations in the American government. Before, 
however, a labor relations policy for government employees can be 
worked out on the basis of these principles, a number of statutes and 
regulations must be clarified in regard to government labor's right to 
strike, to organize, and to bargain through unions. 

The Sovereign Employer and the Right to Strike 

Traditionally, the government as employer assumes that, since the 
government represents the sovereign power, it must reserve the sole 
right to determine the terms and conditions of employment under which 
its employees labor. In actual fact, however, the second premise does not 
follow the first. The essence of sovereignty includes the right to delegate 
authority. Hence, the sovereign power can delegate or share authority to 
determine the terms and conditions of employment. To a considerable ex¬ 
tent, many governmental agencies actually do this, but many do not. 3 

Probably no government body in the United States concedes the right 
of its employees to strike. A strike of government employees which results 
from dissatisfaction over wages, hours, and working conditions becomes, 
in the light of the principle of sovereignty, an insurrection against public 
authority. Despite the fact that thousands of government employees have 
struck at one time or another, 4 a strike of public employees is greeted with 
extraordinary alarm and concern. Now if striking government employees 
are policemen or firemen or equally essential groups, it is easy to under¬ 
stand the public alarm. If these striking employees are truck drivers or 
street laborers, the situation is a rather anomalous one. For these em¬ 
ployees are not only not essential to the conduct of the community's busi¬ 
ness, but they are, like many government employees, often less essential 
to the community than are the employees of many private concerns. For 
example, in New York City, a strike of employees of private tug boat 
operators literally shut down the city. If the employees of the Consoli- 

* For an excellent discussion of this subject, see S. D. Spero, Government as Em¬ 
ployer (New York, Remsen Press, 1948). Much of this discussion is based upon 
Dr. Spero's book. 

* 4 David Ziskind, One Thousand Strikes of Government Employees (New York, 
Columbia University Press, 1940). 
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dated Edison Company, which supplies New York City with electric 
light and power, should strike, the effect could well be as catastrophic as a 
police strike. And when New York City transit employees were working 
for a private company, no one doubted their right to strike. Yet when 
the city took over these same transit companies, the transit employees 
were advised that they now had no right to strike since they were govern¬ 
ment employees. 

Despite these anomalies, strikes of public employees both interfere 
with the efficient operation of government and are extremely unpopular 
with the general public. One result of this public disapproval has been a 
series of local, state, and federal laws penalizing striking government 
employees. A wave of local ordinances and regulatory measures were 
adopted in 1919-20, after the Boston police strike of 1919, which were de¬ 
signed to outlaw public employee strikes, especially those by firemen and 
policemen; and a second wave of such ordinances followed in 1946-48. 

The states began adopting similar public worker anti-strike legislation 
in 1946, and by two years later, nine states had such laws on the books. 5 
The most drastic of these measures is New York’s Condon-Wadlin Act of 
1947 which was later copied in Pennsylvania and Michigan, and with 
some modifications, by Ohio. It provides that (1) public employee strikers 
shall be immediately discharged; (2) if such strikers are eventually re¬ 
hired, they shall receive no salary increases for a three-year period over 
that which they were receiving when the strike occurred; and (3) rehired 
strikers shall be deemed temporary employees for a five-year period and 
therefore subject to summary discharge. Moreover, the Condon-Wadlin 
Act defines a strike as an individual act of a person “who, without the 
lawful approval of his superior, fails to report for duty or otherwise ab¬ 
sents himself from his position, or abstains in whole or in part from full, 
faithful and proper performance of his position.” This definition can 
easily be used by administrators to discharge employees for any reason 
whatsoever. 

The federal government has also outlawed public employee strikes. 
The Lloyd-LaFollette Act of 1912, which affirmed the right of postal em¬ 
ployees to join unions, did not include within its protection organizations 
“affiliated with any outside organization imposing an obligation or duty 
upon them to engage in any strike, or proposing to assist them in any 
strike, against the United States.” A “rider” attached to appropria¬ 
tion bills since 1946 forbids payment of salaries to federal employees who 
are members of an organization “asserting the right to strike against the 
United States.” Then Congress included in the Taft-Hartley Act the fol¬ 
lowing provision modeled upon New York State’s Condon-Wadlin Act: 

6 Virginia, Texas, Washington, Nebraska, Missouri, New York, Pennsylvania, 
Michigan, and Ohio. 
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It shall be unlawful for any individual employed by the United 
States or any agency thereof including wholly owned government corpo¬ 
rations to participate in any strike. Any individual employed by the 
United States or by any such agency, who strikes, shall be discharged 
immediately from his employment, and shall forfeit his civil service 
status, if any, and shall not be eligible for reemployment for three years 
by the United States or any such agency. 

Such legislation aimed at curbing public employee strikes is not only 
primitive but unnecessary. The courts have always conceded the right of 
government bodies to discharge employees for strike activities. Moreover, 
unions in the government service are almost unanimous in opposing 
strikes and generally have anti-strike provisions in their by-laws. The 
main exception was the action of the United Public Workers (CIO) at its 
1946 convention in providing a procedure for strike action. This led 
directly to the 1946 Congressional riders forbidding payment of salaries 
to members of organizations “ asserting the right to strike against the 
United States.” 

The main difficulty with negative anti-strike laws is that they en¬ 
courage government and administrators to ignore roots of discontent 
which are the main causes of strikes of both government and industrial 
workers. 


The Right to Organize and to Bargain Collectively 

The federal government concedes the right of its employees to organize 
and to bargain collectively through unions of the employees’ own choos¬ 
ing. The main limitation is that, since 1946, these unions cannot assert 
“the right to strike against the United States.” 

Federal employees did not win these rights without a struggle. Com¬ 
mencing in the nineteenth century, but especially in the administrations 
of Theodore Roosevelt and William Howard Taft, federal employees 
were generally denied the right to form unions of their own choosing. 
Moreover, as a result of persistent attempts by postal employees to form 
unions and to improve their working conditions, President Theodore 
Roosevelt issued so-called “gag-rules” which forbade all federal employ¬ 
ees from seeking to influence legislation either directly or indirectly 
through associations, or to appear before Congress except through the 
heads of departments. 6 After a persistent campaign led by the American 
Federation of Labor, Congress in 1912 adopted the Lloyd-LaFollette Act 
which provides: 

That membership in any society, association, club or other form of 
organization of postal employees not affiliated with any outside organi- 

•S. D. Spero, Government as Employer (New York, Remsen Press, 1948), pp. 
105-144. 
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zation imposing an obligation or duty upon them to engage in any 
strike, or proposing to assist them in any strike, against the United 
States, having for its objects, among other things, improvements in the 
condition of labor of its members, including hours of labor and compen¬ 
sation therefor and leave of absence, by any person or groups of persons 
in said postal service, or the presenting by any such person or group of 
persons of any grievance or grievances to the Congress or any member 
thereof shall not constitute or be cause for reduction in rank or compen¬ 
sation or removal of such person or groups of persons from said service. 

The right of persons employed in the civil service of the United States, 
either individually or collectively, to petition Congress, or any member 
thereof, or to furnish information to either House of Congress, or to any 
committee or member thereof, shall not be denied or interfered with. 

Although the Lloyd-LaFollette Act applies only to postal employees, 
its principles have been made generally applicable to all federal workers. 
The Lloyd-LaFollette Act, moreover, grants the right of hearing and no¬ 
tice to permanent employees in the civil service, except employees of the 
State and Defense Departments and of the Atomic Energy Commission. 

In addition to the protection of the Lloyd-LaFollette Act, employees 
in the federal service are entitled to review of dismissals by the Civil 
Service Commission. A Presidential directive has instructed department 
heads to carry out the Civil Service Commission’s recommendations. 
Nevertheless, government employees are excluded from the coverage of 
the National Labor Relations Act, and the Lloyd-LaFollette Act does not 
confer rights upon government employees similar to those conferred upon 
industrial employees by the National Labor Relations Act. The Lloyd- 
LaFollette Act represents merely Congressional approval of government 
employee unionization, and in addition sets forth a procedure which must 
be followed in instances of employee discharges from the federal service. 
Once the procedure is followed, discretion to discharge is with the ad¬ 
ministrator and the courts will not interfere. 

Nor is this fact altered by the provision in the law governing employ¬ 
ment in the post office which states that “No person in the classified civil 
service . . . shall be removed therefrom except for cause. . . . Mem¬ 
bership in any society ... or other form of organization of postal em¬ 
ployees . . . shall not be the cause for reduction in rank or compensation 
or removal . . . from said service.” According to Dr. Spero: 

The net result of these provisions was that the postal authorities 
gave reasons other than the true ones for their action when seeking to 
remove or discipline an employee for activity arising out of organization 
membership. Thus they ordered the removal “for the good of the 
service,” “for bringing the service into disrepute,” “for conduct un¬ 
becoming a federal employee,” “for making false and misleading state¬ 
ments.” The postal authorities have found the law no obstacle in their 
efforts to get rid of troublesome organization members. Postmaster 
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General Burleson, with the law fresh upon the books, discharged the 
national leaders of every AFL union of postal employees. His successors 
similarly had no difficulty in dropping workers who had come into 
conflict with the department during the salary campaign of 1924-25, 
and Postmaster General Farley’s administration under the New Deal 
made removals for organization activity as readily as its predecessors. 

So long as the courts refuse to go behind the stated reasons of the 
authorities in making removals forbidden by law, the guarantees of the 
law in its present form remain empty. 7 

State and Local Legislation 

Following the Boston police strike of 1919, several communities en¬ 
acted ordinances or regulations which not only severely penalized police¬ 
men or firemen who strike, but which also outlawed affiliation of police or 
firemen organizations with the general labor movement. In 1942, Dallas, 
Texas, enacted a law flatly forbidding employees to form unions. Follow¬ 
ing the doctrine enunciated in 1891 by Oliver Wendell Holmes, 8 such 
ordinances have been held constitutional. 9 

The municipal anti-strike laws enacted after 1946 included a number 
of anti-affiliation and anti-unionization provisions. In addition, the legis¬ 
latures of Virginia and Texas adopted joint resolutions declaring it to be 
contrary to the public policy of those states “for any state or local 
official to recognize or negotiate with a labor union as a representative 
of public employees.” 10 In 1940, Alabama’s legislature resolved that 
it “viewed with grave concern and disfavor” any “effort to organize state 
employees.” 11 

Nevertheless, a number of state and local governments do not look 
with disfavor upon the unionization of their employees. However, the 
degree of civil service protection afforded state and municipal employees 
is generally less than in the federal service, but even where civil service 
exists, it provides little protection if the administrator cares to circum¬ 
vent it. So long as the correct procedure is followed, dismissals can be 
made. 

“There is no more persistent misconception regarding the status of 
public employess than the belief that a person once appointed to a govern¬ 
ment job cannot be fired. The fact is that in the public service the author¬ 
ity of the executive to discipline or remove is as great as that of the 


7 S. D. Spero, Government as Employer (New York, Remsen Press, 1948), p. 42. 

8 ‘‘The petitioner may have a constitutional right to talk politics but he has no 
constitutional right to be a policeman.” McAulijfe v. Mayor of Bedford , 115 Mass. 216 
(1891). 

9 S. D. Spero, Government ae Employer (New York, Remsen Press, 1948), pp. 29-32. 

10 S. D. Spero, Government as Employer (New York, Remsen Press, 1948), p. 33. 

11 Quoted by S. D. Spero, Government as Employer (New York, Remsen Press, 
1948), p. 32. 
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management of a large private business.” 12 Moreover, in so far as dis¬ 
charge for union activity is concerned, the public employee has con¬ 
siderably less protection than the employee in private industry. 

Collective Bargaining in the Public Service 

Despite the difficulties placed in the path of unionism in the public 
service, more than one million government workers were members of 
AFL, CIO, and independent unions in 1947, 13 and scores of local, state, 
and federal agencies bargained with organizations of their employees. 

Civil Service and the Right to Organize 

Under present federal legislative practice, Congress enacts into law 
certain specific salaries and salary grades for most federal government 
employees. Moreover, most federal employees are covered by civil service 
regulations which prescribe generally the terms and conditions of em¬ 
ployment. This had led many people to question what useful purpose a 
labor organization of federal government employees can perform. Actu¬ 
ally, however, in the federal government as in any other employment, 
relations between supervisors and workers result in grievances and other 
employment problems which are best resolved through collective bargain¬ 
ing. Much discretion is lodged in the administrators of government de¬ 
partments and bureaus to promote, penalize, and otherwise to affect the 
careers of personnel. Only through collective bargaining, can grievances 
of employees be satisfactorily adjustable. This is true for government 
employees as well as for employees of private concerns. 

The general principle followed in collective bargaining in the govern¬ 
ment service is that administrators may bargain with unions of their 
employees on matters’ over which the administrator has authority or dis¬ 
cretion. Obviously, if Congress provides by statute that the wage for a 
certain group of employees shall be a specific amount, the administrator 
cannot alter that wage. Obviously also, if employees are hired pursuant to 
civil service regulations, the closed shop or other forms of union security 
which make jobs dependent upon union membership are incompatible 
with civil sendee regulations and therefore cannot be entered into. On the 
other hand, in such agencies as the Tennessee Valley Authority, to which 
Congress has given considerable discretion in handling employee relations, 
collective bargaining can be more inclusive. 

Many government departments have denied that they have authority 
to enter into written collective agreements. Again, however, this policy 
is largely unrealistic so long as the written agreements do not exceed the 

12 S. D. Spero, Government as Employer (New York, Remsen Press, 1948), p. 39. 

x * S. D. Spero, Government as Employer (New York, Remsen Press, 1948), pp. 71-76. 
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administrator's authority to delegate power or to use his discretion. As a 
matter of fact, such government agencies as the Tennessee Valley Au¬ 
thority, the Bonneville Power Administration, the Alaskan Railroad, and, 
during its existence, the New York Regional Office of the War Labor 
Board have all entered into collective agreements. Other agencies and 
departments approximate the written collective agreement by having the 
administrator or personnel officer post upon a bulletin board matters that 
have been agreed to by unions and the administration. Still others operate 
merely by verbal understandings. As long as relationships are conducted 
on a high plane, the type of agreement is not of paramount importance. 

State and Local Governments 

In state and local employment, the principles under civil service regu¬ 
lations of these governmental bodies are no different. There are, however, 
two aspects which have differentiated relationships somewhat. The first 
is that collective bargaining on the state and local levels is frequently the 
subject of legal attack which usually stems from the disinclination of 
officials to enter into collective bargaining agreements and their attempts 
to rationalize this refusal by declaring that they have no authority to 
engage in collective bargaining. Actually, the law on the subject is slight. 
So long as legislation to the contrary does not exist, and so long as no 
terms of the collective agreement violate existing legislation dealing with 
terms and conditions of employment for public workers, there does not 
seem to be any bar to collective bargaining in state and local employment. 

The other fact which distinguishes federal employment from that of 
states and municipalities is the extent of civil service. Especially in 
municipalities, civil service coverage is much less widespread. Where civil 
service does not exist, and where employment terms are not written into 
law, collective bargaining is not so limited and closely approaches collec¬ 
tive bargaining in private industry. 

A Policy for Government Employment 

Efficient government requires an efficient employee force. To maintain 
morale and therefore efficiency on a high level, it is imperative that all 
government levels develop advanced personnel programs. Such programs 
should recognize the following points: 

1. That collective bargaining is the only method by which employees 
may secure an effective voice in wages, hours, and working conditions. 
Since this is true of public, as well as private industry, employees, no bars 
should be placed in the way of collective bargaining. 

2. That collective bargaining in the public service should concern 
itself with those items over which the administrator has discretion. 
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3. That public employees should relinquish use of the strike weapon. 
In return, public employees should be guaranteed wages, hours, and con¬ 
ditions of employment equal to those paid in comparable jobs in private 
industry. 

4. That restrictive anti-strike legislation, such as contained in New 
York’s Condon-Wadlin Law, or in the Taft-Hartley Act, is unnecessary 
and does not contribute to good employee relations in the public service. 

If governmental authority and labor's right to organize and to bargain 
collectively are not to clash head-on, a compromise solution must be 
worked out. 

The public services are expanding and the number of workers in the 
employ of the government is constantly increasing. The American 
public service, quite as much as the service of any other country, needs 
such criticism of its management and such a check upon its authority 
as only independent employee organizations, supported by a free labor 
movement, can give. Yet it still remains the duty of government to see 
to it that the public services operate for the benefit of the whole public. 

It is out of the inevitable conflicts inherent in this situation that prob¬ 
lems of employer-employee relations arise in the government service. 
Fundamentally these problems are a phase of the perennial conflict 
between authority and liberty in a free society. The issue admits of no 
final solution but only of working arrangements which leave intact the 
basic claims of each party. If government presses its sovereign authority 
to its logical end, it may destroy freedom. If the employees of govern¬ 
ment fully exercise their collective pressure in their own behalf, they 
may undermine the public security upon which freedom rests. The life 
of a free society depends upon the maintenance of freedom and authority 
in delicate balance. The preservation of this balance depends in turn 
upon mutual restraint on the part of both government and its employees 
founded upon the recognition of the fact that in real life there is neither 
complete liberty nor absolute sovereignty. 14 

14 S. D. Spero, Government as Employer (New York, Remsen Press, 1948), pp. 
480-487. 
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The Future of National Labor Policy 


The present labor policy of the United States, as embodied in state and 
federal legislation and action, may be said to have five, or possibly six, 
principal aspects: (1) protection of workers from the risks and hazards of 
industry through state workmen’s compensation acts and state and fed¬ 
eral social security legislation; (2) maintenance of minimum labor stand¬ 
ards by means of state and federal minimum wage and maximum hours 
legislation; (.3) encouragement of collective bargaining by protecting the 
right of labor to organize through legislation, such as the National Labor 
Relations Act and similar state laws, and by aiding the peaceful settle¬ 
ment of labor disputes through federal and state mediation agencies; (4) 
regulation of those activities of unions which are considered contrary to 
the public interest by such instruments as the Taft-Hartley amendments 
to the National Labor Relations Act and by similar state laws; (5) pro¬ 
tection of workers against discrimination in employment on the grounds 
of race, color, creed, or national origin—a new development exemplified 
by fair employment practice legislation. 

There is in addition a sixth aspect which, as yet, has not been trans¬ 
lated into action, but which is very important. This involves encour¬ 
agement and fostering of reasonably full employment by the federal 
government. 

Development of Labor Policy 

The labor policy of the United States has developed slowly and halt¬ 
ingly. No one court decision or legislative act can be singled out as repre¬ 
senting the beginning of governmental labor policy. Much of our present 
policy, it is true, stems from the great depression and the period of the 
Roosevelt Administration, during which great strides were made toward 
formulating present labor policies. Nevertheless, each period of history 
has made some contribution to the present status of labor legislation and 
governmental action. For example, even the most revolutionary of all 
labor laws—the National Labor Relations Act—had its roots in state and 
railway labor legislation of the 1890’s. 

At various stages of American labor history, different aspects of labor 
policy have been stressed by legislators and labor leaders. For example, 
encouragement of collective bargaining by protecting the right of labor 

723 



724 


LABOR RELATIONS AND PUBLIC POLICY 


to organize was of prime importance in our labor policy in the period from 
the birth of the National Recovery Administration to enactment of the 
National Labor Relations Act. Restraints on activities of unions were 
especially emphasized in the post-World War II era, representing in part 
a reaction to certain alleged excesses of unions during the period of unre¬ 
stricted union organization. Labor policy is thus continually eVolving. 
Laws are passed which at the time may represent majority thinking. But 
majority thinking is not static and, as views alter, labor legislation reflects 
the changing trend in public opinion. 

It is natural to assume, therefore, that labor policy will continue to 
evolve in the future. While many future developments cannot be pre¬ 
dicted, certain trends are already evident. Thus, for example, a developing 
labor policy will undoubtedly include measures extending the coverage 
of minimum wages and broadening social security, as well as further 
legislative attempts to solve the problem of strikes which endanger public 
health and safety. The deficiencies of present legislation with respect to 
each of these aspects of labor policy have already received consideration in 
earlier chapters of this book and need not be reiterated. 

But in addition to the specific problems for which a developing labor 
policy must find a solution in the future, there are also certain general 
problems concerning labor policy as a whole which merit the attention of 
labor, industry, legislators, and students of labor. It is to these broad 
considerations of policy that we now turn our attention. 

Need for Integration of Labor Policy 

* The United States needs a labor policy. At the present time, it has 
no labor policy but rather a patch-work of policies, comprehensive but 
not consistent. There is, for example, no uniformity of treatment between 
the states. State labor relations, workmen’s compensation, unemploy¬ 
ment insurance, and minimum wage laws differ widely. The accident of 
location determines the extent of employee protection. 

Nor is there any agreement between the states and the federal govern¬ 
ment as to areas of regulation. As a result, state and federal laws are fre¬ 
quently contrary in purpose, inconsistent in approach, and diverse in 
administration. Federal laws such as the Taft-Hartley Act, the Portal- 
to-Portal Act, and the Social Security Act, which invite, and give priority 
to, state legislation, encourage complicated, diverse state laws and incon¬ 
sistent state-federal legislative relationships. 

Even within the federal framework of legislation there is no consist¬ 
ency. Railway and airline employees and employers who come under the 
Railway Labor Act have different rights and duties from those of their 
fellow employees and employers who come under the National Labor 
Relations Act, Likewise, the railway industry has a separate social secu- 
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rity system, while airline pilots have a special (and extraordinary) mini¬ 
mum wage law. Before the Taft-Hartley amendments to the National 
Labor Relations Act, the latter law and the Norris-LaGuardia Act were 
so at odds that powerful unions were able to utilize the protection of the 
Norris-LaGuardia Act to nullify rights guaranteed to employees by the 
National Labor Relations Act. 

There is also inconsistency of purpose between two current goals of 
labor policy—promoting collective bargaining and regulating certain 
union activities. Although some such inconsistency may be unavoidable, 
the extent of the present conflict between harsh state laws, which have as 
their primary objective the regulation of unions, and federal laws intended 
to encourage collective bargaining would appear capable of being lessened. 

The fact that there are basic conflicts in the national labor policy 
should not be surprising. Indeed, all things considered, perhaps it is sur¬ 
prising that there are not more inconsistencies in existing legislation. 
Labor legislation is enacted in response to pressure of public opinion and 
influences exerted by various interest groups. In some states, labor’s 
political position is strong; in others it is weak. State labor laws reflect 
this fact. 

Moreover, neither labor nor industry alone can command sufficient 
votes to sway Congress. When in disagreement over legislation, both must 
appeal for support to that huge, vague group known as the “ middle 
class,” which holds the balance of power in our society, in so far as such a 
balance exists. As the electorate shifts first one way and then another, the 
complexion of Congress and state legislatures changes. Legislation in the 
highly controversial field of labor relations reflects these changes. 

Undoubtedly, better legislation would result if labor and industry, 
aided by experts in this field, could agree on a comprehensive program for 
a national labor policy. There is a real need for a general overhauling of 
our disjointed system of conflicting and overlapping labor laws. Even if 
agreement could not be reached as to the basis on which such laws should 
be improved, it might at least be possible to achieve a greater degree of 
uniformity than now exists between the various state laws. Unfortunately, 
however, achievement even of such limited agreement is not too likely in 
view of the basic conflicts of interest, not only between labor and industry, 
but also within both labor and industry groups. The present system of 
push-and-pull of pressure groups to secure labor legislation favorable to 
themselves is likely to remain with us for some time to come. 

Need for Defining Role of Unions and Management 

In Chapter 8, we considered the problem of defining the scope of 
managerial prerogatives. We need not repeat here the considerations there 
discussed. Suffice it to say that the problem of preserving entrepreneurial 
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freedom to manage business while affording union membership security 
will be telescoped in importance in coming years by the ever-growing ex¬ 
tent of union demands. Although union leaders, by and large, believe in 
maintenance of the American system of free enterprise, their continuing 
search for means to afford security to their membership must inevitably 
produce a narrowing of the area of business initiative. Layoffs, tech¬ 
nological change, and production policies are likely to be moved more and 
more into the orbit of union consultation and control. Union attempts to 
prove management’s ability to pay higher wages and other benefits will 
lead to increasing interest by unions in company accounting systems and 
managerial policies. 

No one can say w r here the ever-widening scope of union demands will 
end. It is safe to hazard a guess, however, that labor and management in 
the United States will ultimately work out a modus vivcndi which will dif¬ 
fer from that reached in other countries and which will reflect the peculiar 
character of American democracy and the American industrial environ¬ 
ment. Such a compromise must recognize the basic need of the worker 
to feel secure in his job and to participate fully in the industrial process. 
At the same time, it is important that management be left free to plan, to 
invent, and to improve production methods so that not only labor, but 
also the public at large, may benefit from the efficiency of the capitalistic 
system. 


Need for Defining Role of Industry and Government 

The problem of demarcating the respective scopes of unions and man¬ 
agement has its counterpart in the larger social question of the proper 
balance between individual initiative and governmental control. This 
basic issue is met not only in debates over the merits of government con¬ 
trol or ownership of utilities, but also in the development of labor policy. 
The nature of this problem and its relation to labor policy can be con¬ 
veniently illustrated by an examination of the conflict over pensions for 
employees which broke on the labor scene in the fall of 1949. 

Union demands for pensions were supported by the report of the Steel 
Fact-finding Commission, issued in September 1949, which recommended 
pensions for employees, the cost of the pension plan to be borne entirely 
by the employer. The Commission declared that it was a social obligation 
for industry to provide insurance against the economic hazards of modern 
industrial life and suggested that depreciation in the human machine— 
like depreciation in capital equipment—should be assumed by business as 
a normal cost of operation. The conflict over pensions between the steel 
companies and the United Steelworkers was fought primarily over the 
issue of whether or not the pension fund was to be supported entirely by 
employer contributions or in part by contributions from employees. But 
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underlying the controversy, a deeper and more fundamental issue was at 
stake which, though only faintly grasped by the chief protagonists in the 
struggle, was to become more apparent and more acute as additional 
unions jumped on the pension bandwagon. This was the question whether 
workers as a group should look to industry or to government for satisfac¬ 
tion of their welfare needs. 

The notion that industry, on its own initiative, should amortize its 
human costs in the same manner as it has customarily amortized its 
mechanical costs is an attractive one; yet it must be recognized that 
there are definite shortcomings to this view. The primary difficulty in 
having pension or other benefit plans financed and administered by indi¬ 
vidual firms without any over-all supervision or integration by govern¬ 
ment is that such plans are bound to differ from one company to another. 
As a consequence, they are likely to be haphazard and incomplete in their 
coverage, unequal in the amount of their benefits, and unduly favorable 
to workers who happen to have the good fortune either to be members of 
strong unions or to work for prosperous concerns. Strong unions, like the 
United Mine Workers, have already demonstrated their ability to require 
employers to make enormous contributions to employee welfare funds. 
This success is unlikely to be duplicated by unions less strategically 
located. 

A further element of unfairness in leaving the settlement of pensions 
and other aspects of a welfare program to the processes of collective bar¬ 
gaining is that the costs of such programs must ultimately be borne by all 
consumers in the form of lower real income, since, to the extent that com¬ 
panies bear the cost of pension plans, costs and prices of their products 
will tend to rise. This means that the public generally must pay for the 
disproportionate benefits which may be obtained by strong unions in par¬ 
ticular industries. Moreover, as long as pensions remain a matter for col¬ 
lective bargaining, there will be constant rivalry among unions in various 
industries to increase the amount of benefits obtained for their member¬ 
ship in order to outdo other unions. The consequences of such rivalry 
upon industrial costs, profits, and employment could be serious. In years 
to come, industrialists may look back on their failure to support liberaliza¬ 
tion of benefits under the Social Security Act in sufficient time to head off 
the pension drives by unions as one of the most costly of mistakes. 

The alternative to individual company pension plans is government 
administered pensions under an expanded and liberalized social security 
program. This approach has the advantage of enabling workers to share 
equally in benefits regardless of whether they are organized or unorgan¬ 
ized, members of strong unions or of weak unions. Moreover, the principle 
has already been established under the Social Security Act that workers 
should contribute to support of the cost of the program—a principle 
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which seems to commend itself for its fairness. But an expanded govern¬ 
ment administered welfare program for employees also has its drawbacks. 
It means rising taxes, increasing bureaucracy, and growing intervention 
by labor in politics so as to make its influence and demands felt in deter¬ 
mination of the extent and disposition of benefits. Pensions are, of course, 
only the beginning. The politics of union organization require that union 
leaders, in order to retain the allegiance of their membership, must con¬ 
stantly obtain new benefits for employees. If government, rather than 
employers, becomes the fount from which new benefits are to be sought, 
labor may use its political influence to obtain for American workers a 
“cradle to the grave” welfare program similar to that obtained by 
British labor from its Labor Government. Such a development would 
bring the welfare state to America. 

Employee demands for protection against insecurity thus present in¬ 
dustry with a challenge and a dilemma. Either industry must accept its 
responsibilities and take the initiative in developing a broad program de¬ 
signed to protect workers from the risks and hazards of industrial life— 
with unforeseen consequences upon costs, profits, and employment—or 
labor may take the other road, which leads to increasing government 
regulation and taxation of industry and to increasing dependence by 
workers upon the government to solve their problems. The decisions made 
with respect to this aspect of labor policy may thus have profound reper¬ 
cussions upon the pattern of American economic life and may influence 
the nature of the balance which is ultimately struck between government 
regulation and individual enterprise in our economy. 
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Amalgamated Meat Cutters and Butcher 
Workmen, 43, 79, 416 
American Association of Train Dis¬ 
patchers, 92 

American Civil Liberties Union, 95, 

99, 101, 113-114, 146 
American Federation of Hosiery Workers, 
172, 202, 203, 228, 413, 485 
American Federation of Labor, 28 ff., 79, 

80, 91, 93, 94, 100, 101, 110, 
115-116, 117, 153, 191, 213, 
222, 226, 262, 271, 513, 514, 
522, 534, 642, 643, 655, 659, 
665, 716, 719 

and appropriate bargaining unit under 
Wagner Act, 667-670, 674 
development of, 27, 28-30,'39-40, 46, 
609 

discrimination by, 91-96 
and politics, 31, 54-56 
and railroad unions, 30-32, 38, 41 
and rise of William Green, 40-41 
rivalry with CIO, 43-46, 52-53, 213, 
661, 674, 675, 684, 690 
structure and government, 30,115-116 
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American Federation of Musicians, 81, 
89, 106, 166, 203, 612 
American Federation of Railroad 
Workers, 92 

American Labor Party, 54 
American Medical Association, 97, 149, 
591 

and health insurance, 233 
American Newspaper Guild, 79, 82, 162 
“ American plan,” 39, 223 
American Wire Weavers Protective As¬ 
sociation, 92, 93, 94 

Annual wages, 136, 162-163, 309 ff., 349 
Apex case, 611 
Apprenticeship, 130, 147 ff. 

Arbitration, compulsory, state, 651-654, 
705 

definition of, 31n, 615-616 
on railroads, 619, 625-626, 630 
Asbestos Workers, Heat and Frost 
Insulators, 92 

B 

Bargaining unit, craft-industrial prob¬ 
lems, 669-670, 693 

multi-unit collective bargaining, 668 
on railroads, 217, 619, 620, 622 
under state acts, 708-709 
under Taft-Hartley Act, 693 
under Wagner Act, 667-670, 674, 677 
Big Four Railroad Brotherhoods, 30 ff., 
37,52,54,87,142,222,513 
Blacksmiths, Drop Forgers and Helpers, 
Brotherhood of (see Brother¬ 
hood of Blacksmiths, Drop 
Forgers and Helpers) 

Blind, aid to, 551 

under Social Security Act, 588 
Blue Cross Hospital Service, 135, 224, 592 
Boilermakers, Iron Shipbuilders and 
Helpers, Brotherhood of (see 
Brotherhood of Boilermakers, 
Iron Shipbuilders and Helpers) 
Boycotts, 599, 601, 607 - 808 ,611,612,674 
prohibition, by state acts, 705, 706,710 
by Taft-Hartley Act, 687-689, 697, 
705 
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Bricklayers, Masons and Plasterers Inter¬ 
national Union, 74, 94, 110 
Brotherhood of Blacksmiths, Drop Forg¬ 
ers and Helpers, 93 

Brotherhood of Boilermakers, Iron Ship¬ 
builders and Helpers, 92, 94, 96 
Brotherhood of Locomotive Engineers, 
30, 91, 92, 105, 222, 229 
Brotherhood of Locomotive Firemen and 
Enginemen, 28, 30, 38, 92, 
166, 168, 222 

Brotherhood of Painters, 165, 188 
Brotherhood of Railroad Shop Crafts, 92 
Brotherhood of Railroad Trainmen, 30, 
92, 93, 222, 711 

Brotherhood of Railway Carmen, 92 
Brotherhood of Railway and Steamship 
Clerks, Freight Handlers, Ex¬ 
press and Station Employes, 
92, 102, 711 
Browder, Earl, 48 ff. 

Business agent, 75 
Business cycle, 391-433 
interest rates in, 394, 396, 397, 406, 
419-421 

substitution of machinery for labor in, 
401-404, 432 

and technological change, 399, 404, 
432-133 

theories of, 391-404 
monetary, 394-396 
monetary overinvestment, 396-399 
non-monetary, 399-401 
substitution, 401-404 
underconsumption, 391-394, 411 
and union rules, 430 ff., 432 ff. 
union wage policy in, 392-394, 397, 
398, 405, 408-409, 413-427 
wage increases in, 409-412, 418 (see also 
Business cycle, union wage 
policy in) 

Wage reductions in, 405-409 
C 

Capital, absorption of increased supply 
of, 447-449 

depletion and wage increases, 389 
invention, saving, 450, 452 
marginal productivity of, 446, 449 
Carnegie, Andrew, 35 
Carpenters and Joiners, United Brother¬ 
hood of (see United Brother¬ 
hood of Carpenters and Joiners) 
Casual unemployment, 366 
Check-off, 142 
under state acts, 706, 710 


Check-off—( Continued) 
under Taft-Hartley Act, 692-693 
Children, aid to, under Social Security 
Act, 564-565 
in labor force, 545 

labor of, under Fair Labor Standards 
Act, 544, 545 
under state acts, 545 
Ching, Cyrus, 636, 637 
Cigarmakers’ International Union, 28, 
29, 169, 172 

CIO (see Congress of Industrial Organi- 
» zations) 

City “trades’ unions,” 20 
Civil Aeronautics Act of 1938, 537 
Clayton Act, 34, 37, 601, 602, 610,611 
Closed shop, state regulation of, 703- 
704, 706, 707, 710 
strikes for, 8, 598, 606 
and Taft-Hartley Act, 143,680,686,696 
and Wagner Act, 657-677 
Closed unions, 606 

Collective bargaining, by government- 
employees, 231, 713-721 
industry-wide, 209, 347, 482, 483, 695 
multi-unit, 106, 183, 208-219 
national, 106 ff., 109, 209, 323, 624 
process of, 107-110 
by railroad unions, 110, 615-631 
scope of, 205-219 

Commercial Telegraphers Union, 104 
Commonwealth v. Hunt, 598, 606 
Communists, 47 - 62 , 55, 95 
affidavit requirement under Taft- 
Hartley Act, 50, 689 - 691 , 696 
control of unions, 51, 74, 80, 83, 114, 
173, 231 

infiltration into CIO, 48-51 
and Lewis, John L., 48 
Company unions, 39, 44, 232, 663, 684 
Conciliation, definition of, 31n, 615 
effectiveness of, 632-635 
under Taft-Hartley Act, 635-637 
and U. S. Conciliation Service ( see 
United States Conciliation 
Service) 

Congress of Industrial Organizations, 
44 ff., 73, 74, 80, 85, 91, 94, 100, 
101, 106, 115, 116-117, 153, 186, 
199, 213, 219, 226 

and appropriate bargaining unit, under 
Taft-Hartley Act, 693 
under Wagner Act, 669-670,674 
and Communists, 48-51 
development of, 42-46 
organization of mass production indus¬ 
tries, 44-46 
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Congress of Industrial Organizations— 
0 Continued ) 

and Political Action Committee, 54,630 
and politics, 53-56 

rivalry with AFL, 43-46, 52-53, 213, 
661, 674, 675, 684, 690 
structure and government, 116-117 
Conspiracy doctrine, 8, 23, 597-598, 606 
Cooling-off period, under state acts, 
650-651 

under Taft-Hartley Act, 649, 695- 
696, 698 

Cost of living, trend in, 66 
and UAW-General Motors contract, 
201 

and wage rates in South, 344 
Craft unions, 88, 110, 146, 151, 168, 171 
and appropriate bargaining unit, 669- 
670, 693 

conflict with industrial unions, 43 ff., 
669-670 

definition of, 27n 

and mass production industries, 43 
Curran, Joseph, 50 

Cyclical unemployment, 58, 355, 359-361 

D 

Danbury Hatters case, 601 
Davis-Bacon Act, 536, 537, 542 
Debs, Eugene, 28, 599 
Demand for income in terms of effort, 
254-256 

elasticity of, 254-256 
Demand for labor, 273-298 
in economy, 292-296 
elasticity of, 372, 375, 376, 383, 419, 
421, 446, 524 
in firm, 282 - 292 , 372 
and marginal productivity, 274, 282, 
283 - 292 , 296-298 

and monopolistic competition, 284, 

289-290 

and monopsony, 290 - 292 , 461 
and pure competition, 288, 284-289 
Democracy, in unions, 110-115 
Depression, 223, 307, 361, 428, 438, 513, 
657 (see also Business cycle; 
Employment; Unemployment; 
Union wage policy and adjust¬ 
ments; Wage increases; Wage 
reductions) 

revival from, 395, 400, 402, 403, 404- 
412, 426 

and union organization, 20, 25, 39, 88, 
154 

wage reductions in, 202, 405-409, 426 


Diminishing returns, law of, 277-280 

Disability assistance and insurance, 685- 
588 

Dismissal wage, 161,303, 307-309 
and technological change, 307-309, 
432, 465, 488 

Dubinsky, David, 43, 46, 47, 49 
E 

Economy, demand for labor in, 292-296 
machinery, substitution for labor in, 
363 - 366 , 498-499 
productivity, changes of, in, 497-498 
supply of labor to, 240, 248 ff., 250 
wages, changes of, in, 377-381 

Efficiency, of industry, and hours reduc¬ 
tion, 519-521 
and piece pay, 480, 484 
and productivity, increase in, 499 
and time pay, 481 

and union-management cooperation, 
474, 488 

and union rules, 157, 479-490 
and wage pressure, 337, 343, 486-488 
and wage stabilization, 482-486 
of labor, and hours reduction, 519- 
521 

and seniority, 157, 429 
and supply of labor, 242, 256 ff. 
and technological change, 429-430 
variation in, over cycle, 427-430 

Elasticity, of demand for income in terms 
of effort, 254-256 

of demand for labor, 372, 375, 376, 
383, 419, 421, 446, 524 
of substitution, 446-447 
of supply of labor, 247, 249, 334, 421, 
422 

Electrical, Radio and Machine Workers, 
United (see United Electrical, 
Radio and Machine Workers) 

Electrical Workers, International 
Brotherhood of (see Inter¬ 
national Brotherhood of Elec¬ 
trical Workers) 

Employment (see also Unemployment) 
guarantee of, 162 
and interest rates, 382-385,417 
and invention, 399, 435, 457-458 
and machinery, labor-saving, 363-366, 
457-458 

and marginal productivity, 358, 370, 
371, 377 

and minimum wage, 337 ff., 342-343, 
345 

and productivity, changes in, 496-515 
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Employment—( Continued) 
and reduction in hours (see Hours of 
work, reduction in) 

and technological change, 349, 358, 
361 ff. 

and union wage policy, 358, 366, 374, 
382-390 

and wage changes, 369-390 
and wage increases (see Wage increases, 
and employment) 

and wage reductions (see Wage reduc¬ 
tions, and employment) 

Erdman Act, 32, 33, 603, 617, 625, 658 
Esch-Cummings Law, 618 
Experience rating, 572-573 
Exploitation of labor, 317-347 
classification of, 324 ff. 
definition of, 320-321 
deliberate, conditi6ns of, 334-336 
Marxian concept, 318-320 
and monopolistic competition, 320, 
326-328, 335 

and monopsony, 328, 331, 334n, 

339-340, 373 

and oligopoly, 328 ff., 329, 335, 337 
prevalence of, 337-338 
and pure competition, 320, 330, 335 
and union policy, 337-340 

F 

Fact-finding boards, 626-630, 648-651 
Fair employment practice legislation, 
701, 710-711, 723 

Fair Labor Standards Act, 470, 637-544 
administration of, 540-541 
amendments of 1949, 341, 544 
and children, labor of, 545 
coverage of, 538, 539, 540, 544 
and maximum hours of work, 252, 
513, 518, 538 

and minimum wage, 341 ff., 345, 
538, 544 

and overtime-on-overtime, 543-544 
and portal-to-portal pay, 541-543 
Farm Equipment and Metal Workers, 
United (see United Farm 
Equipment and Metal Workers) 
Featherbedding, 163 ff., 306, 769 (see 
also Make-work rules) 

Firm, demand for labor in, 282-292, 372 
machinery, substitution for labor in, 
469-477 

productivity, change of, in, 496-497 
supply of labor to, 240, 244-247, 324, 
333 ff. 

wages, change in, 369, 370-377 


Flint Glass Workers Union, 104 
Food, Tobacco and Agricultural Workers, 
80 

Foremen, 76, 130, 139 
and NLBR, 667, 670-672 
under Taft-Hartley Act, 682 
under Wagner Act, 670 
Foster, William Z., 47, 48, 50 
Frictional unemployment, 367, 458 
Fur and Leather Workers Union, Inter¬ 
national (see International Fur 
and Leather Workers Union) 

G 

Garment Workers, United (see United 
Garment Workers) 

GI Bill of Rights, 251, 263 
Glass Bottle Blowers Association, 104 
Globe doctrine, 669n, 670, 673, 693, 708 
Gold, Ben, 48 

Gompers, Samuel, 28 ff., 40, 116, 185, 
223, 224 

and rise of AFL, 28 ff. 
and role of government, 31, 33, 38, 53, 
54, 55 

Government, employees of, collective 
bargaining by, 231, 713-721 
strikes by, 648, 695, 714-716, 721 
seizure by, in labor disputes, 664-666, 
713 

and Norris-LaGuardia Act, 648, 713 
Granite Cutters’ International Associ¬ 
ation, 92, 172 

Green, William, 40 ff., 519n 
Grievance machinery, 131, 139 
Guaranteed employment, 162 

H 

Hatters, Cap and Millinery Workers, 
United (see United Hatters, 
Cap and Millinery Workers) 
Haymarket bombing, 28 
Health insurance, 135, 225, 688-693 
Hillman, Sidney, 83, 176 
Hiring, racial discrimination in (see 
Fair employment practice leg¬ 
islation) 

selection of workers, 126-127 
union control of, 150-154 
Hiring halls, 150, 161-164 
Hobbs Anti-Racketeering Law, 679 
Hod Carriers’, Building and Common 
Laborers’ Union, International 
(see International Hod Car¬ 
riers’, Building and Common 
Laborers’ Union) 
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Homework, industrial, regulation of, 544 
Hosiery Workers, American Federation 
of (see American Federation of 
Hosiery Workers) 

Hotel and Restaurant Workers, 104 
Hours of work, 507-630 
eight-hour day, 26, 37, 617 
and labor supply, 242, 252-266 
legislation, Fair Labor Standards Act, 
252, 513, 518, 538 
NRA, 513, 528-530 
by states, 544-545 
overtime-on-overtime issue, 543-544 
portal-to-portal act, 541-543 
reduction in, 607-530 

effect on efficiency, 519-521 
effect on employment, with com¬ 
pensatory wage increases, 524- 
530 

without compensatory wage in¬ 
creases, 521-523 
factors affecting, 514-517 
history of, 512-514 
and technological change, 511, 522 
and unemployment, 349, 513, 522 ff. 
and union organization, 516-518 
Hutcheson, William, 41, 55, 82, 83 
Hutcheson case, 611 

I 

Incentive pay, 179-185 
Income, distribution of (see National 
income) 

Induced invention (see Invention, in¬ 
duced) 

Industrial disputes (see Labor disputes; 
Strikes) 

Industrial revolution, 25 
Industrial unions, 88, 168, 171, 425 
and appropriate bargaining unit, 669- 
670, 693 

definition of, 27n 
organization of, by CIO, 43-46 
Industrial Workers of the World, 36-37, 
96, 231 

Industry, supply of labor to, 240, 247- 
248 

Industry-wide collective bargaining, 209, 
347, 482, 483, 695 
Inflation, 52, 134, 503-505 
Injunctions, and national emergency 
strikes, 648-650, 713 
nature of, 33, 599-601 
and Norris-La Guardia Act, 9, 42, 609- 
613, 674 

under state acts, 649 


In j unctions— (Continued) 
under Taft-Hartley Act, 648-650, 689 
and unions, racial discrimination by, 
612-613 

and yellow-dog contracts, 8, 9, 33 ff., 
42, 602 

Interest rates, 499, 500, 501 
in business cycle, 394, 396, 397, 406, 
419-421 

and employment, 382-385, 417 
and union wage policy, 382-385, 419- 
421 

and wage increases, 376 ff., 382-385, 
419-421 

and wage reductions, 405 ff., 419 
International Association of Machinists, 
53, 92, 94, 183, 184, 188, 190, 
628 

International Brotherhood of Electrical 
Workers, 92, 105,116,189, 674 
International Brotherhood of Teamsters, 
Chauffeurs, Warehousemen and 
Helpers, 83, 102, 176, 189, 674, 
679 

International Fur and Leather Workers 
Union, 48, 185 

International Hod Carriers’, Building 
and Common Laborers’ Union, 
78, 88, 89, 108 

International Ladies Garment Workers’ 
Union, 42 ff., 46, 47, 74, 89, 
91, 188, 221, 222, 302, 441 
International Longshoremen’s Associa¬ 
tion, 83, 88, 90n, 109, 152, 544 
International Longshoremen’s and Ware¬ 
housemen’s Union, 80, 153, 165, 
211 

International Mailers’ Union, 105 
International Molders and Foundry 
Workers Union, 104, 209 
International Photo-Engravers’ Union, 
302, 441, 488 

International Printing Pressmen’s and 
Assistants’ Union, 84,105 
International Typographical Union, 25, 
78, 82, 83, 84, 102, 105, 107, 
165, 171, 188, 214, 690 
International Union of Mine, Mill and 
Smelter Workers, 50 
Invention, 436-458 (see also Research; 
Technological change; Machin¬ 
ery, substitution for labor) 
autonomous, 446, 449, 452 
capital-saving, 450 

and employment, 399, 435, 457-458 
(see also Productivity, changes 
of) 
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Invention— ( Continued ) 
induced, 446-458 
frequency of, 450-463 
theory of, 445-453 

labor-cost-saving capacity of, 462-468 
labor-saving, 446 ff. 
and real wages, 455-456 
and research expenditures, 435- 
441 

and share in national income, 363 
and union rules, 436-437 
and unionization of technologists, 
444 

very labor-saving, 446, 453-455 

and wage increases, 435 ff., 442 ff., 
444 ff. 

Iron, Steel and Tin Workers, Amalga¬ 
mated Association of ( see Amal¬ 
gamated Association of Iron, 
Steel and Tin Workers) 

“Iron law of wages,” 275 

J 

Job analysis, 127-128 

Journeymen Barbers, Hairdressers, and 
Cosmetologists’ International 
Union, 93, 189, 222 

Journeymen Plumbers and Steam fitters, 
United Association of (see 
United Association of Journey¬ 
men Plumbers and Steam fitters) 

Jurisdictional strikes, nature of, 605 
under state acts, 705, 709 
under Taft-Hartley Act, 688, 689, 695 

X 

Knights of Labor, Order of the (see Order 
of the Knights of Labor) 

L 

Labor, definition of, 10, 492 

demand for (see Demand for labor) 
disputes (see Labor disputes, adjust¬ 
ment of) 

efficiency (see Efficiency, of labor) 
elasticity of demand for, 372, 375, 376, 
383, 419, 421, 446, 524 
exploitation of (see Exploitation of 
labor) 

mobility of, 241, 247, 268, 270-271, 
332, 349, 364, 365, 367, 398 
and politics (see Politics and labor) 
problem (see Labor problem) 
productivity of (see Productivity, of 
labor) 


Labor— (Continued) 
share in national income, 64-66, 66, 
363, 446, 448, 454, 492-494 
substitution for by machinery (see 
Machinery, substitution for la¬ 
bor) 

supply of (see Supply of labor) 

Labor disputes, adjustment of, 631-656 
(see also Strikes) 

by compulsory arbitration, 651-654, 
705 

by conciliation and mediation, 632- 
637 

by fact-finding, 626-630, 648-651 
by government seizure, 643-644, 
647-648, 654, 656, 713 
on railroads, 619, 622-626, 644, 648, 
650, 651 

by state and municipal adjustment 
machinery, 638-641, 650-656 
under Taft-Hartley Act, 635-637, 
640, 648-650, 695 

by U. S. Conciliation Service, 631- 
637 

in World War I, 641-643 
in World War II, 641, 643-648 
Labor economics, definition of, 12 
Labor force, 67-62, 241 ff. 
children in, 545 
composition of, by sex, 69 
definition of, 57 

employment status, classification of, 
354, 865 

growth of, 69, 258 
Negroes in, 60 

occupational distribution, 61, 689 
older persons in, 60, 259, 552 
union membership, extent of, 62, 68, 
508, 517 

and World War II, 251, 271, 514 
Labor-Management Act of 1947 (see 
Taft-Hartley Act) 

Labor market, freedom of, 504 
nature of, 262, 264 ff., 269 
and wage determination, 296-298 
Labor movement, history of, 17-66 

American Federation of Labor, de¬ 
velopment of, 27, 28-30, 39-40, 
46 

beginnings to national organization, 
22-26 

Communists, role of, 47-52 
Congress of Industrial Organiza¬ 
tions, development of, 42-46 
effect of environment on, 18-22 
Knights of Imbor, 26-30 
New Deal era, 42 
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Labor movement, history of—(< Continued) 
rival unionism, 52-56 
World War I to Depression, 37-42 
Labor problem, aspects of, 4-10 
definition of, 3, 10-11, 240 
Labor-saving invention (see Invention, 
labor-saving; see also Machin¬ 
ery, substitution for labor) 
Labor unions (see Unions) 

Ladies Garment Workers' Union, In¬ 
ternational (see International 
Ladies Garment Workers' 
Union) 

Law of diminishing returns, 277-280 
Law of proportions, 277-280 
Law of scale, 280-282 
Layoffs, union control of, 150, 151, 154 
ff., 432 
Lea Act, 679 

Legislation (See individual acts) 

Lewis, John L., 40, 42, 47, 53, 79, 81, 82, 
108, 117, 417, 541, 648 
and Communists, 48-49 
and organization of CIO, 42 ff. 
Liquidity preference, 382, 383, 420-421, 
422 

“Little Steel” formula, 645 
Lloyd-LaFollette Act, 715, 716, 717 
Lockouts, 175, 606-607, 653 
Locomotive Engineers, Brotherhood of 
(see Brotherhood of Locomotive 
Engineers) 

Locomotive Firemen and Enginemen, 
Brotherhood of (see Brother¬ 
hood of Locomotive Firemen 
and Enginemen) 

Longshoremen's Association, Interna¬ 
tional (see International Long¬ 
shoremen's Association) 
Longshoremen's and Warehousemen's 
Union, International (see Inter¬ 
national Longshoremen's and 
Warehousemen's Union) 

M 

Machinery, substitution for labor, 127, 
143,144, 147,148,154,171,178, 
182, 459-477 (see also Inven¬ 
tion; Productivity; Research; 
Technological change; Techno¬ 
logical unemployment) 
in business cycle, 401-404, 432 
in economy, 363-366, 498-499 
and employment, 363-366, 498-499 
factors affecting rate of, 460,469-477 
in firm, 459-477 


Machinery, substitution for labor— (Con¬ 
tinued) 

and hours, reduction in, 511, 527 
in an industry, 364 
and marginal productivity theory, 
459, 461 

and minimum wage, 341, 469-470 
and union rules, 168 ff., 304, 307, 
314, 362, 432-433, 488-489 
and wage increases, 314, 372, 374 ff., 
385 ff., 440, 459-479 
Machinists, International Association of 
(see International Association 
of Machinists) 

Madden, J. Warren, 669 
Mailers' Union, International (see Inter¬ 
national Mailers' Union) 
“Maintenance of membership” agree¬ 
ments, 142, 143, 146, 644, 645 
Make-work rules, 163-168, 302, 306, 679, 
705, 706 

under Taft-Hartley Act, 167, 689 
Managerial prerogatives, 205 ff. 

Marginal efficiency of capital, 399, 419, 
426, 449-451 
definition, 405n, 417 

Marginal productivity theory, 274, 277- 
299, 322, 324, 336 
calculations, 283 , 284, 284-286 
and demand for labor, 274, 282, 283- 
292, 296-298 

and employment, 358, 370, 371, 377 
and individual remuneration, 300-302 
and law of proportions, 277-280 
and law of scale, 280-282 
and monopolistic competition, 284, 
285, 289-290 

and pure competition, 283, 286-289 
and substitution of machinery for 
labor, 459, 461 
and union rules, 299 ff., 307 
Marginal propensity to consume, 378, 
417, 430, 498, 499-501 
and multiplier, 423 

Marginal revenue product, 317, 320, 336, 
373 

calculation, 283 , 284, 284-286 
definition, 321-323 

Marine Cooks' and Stewards' Associa¬ 
tion of the Pacific Coast, 94 
Marine Firemen, Oilers, Water tenders 
and Wipers Association, Pacific 
Coast, 92 

Maritime Union, National (see National 
Maritime Union) 

Marx, Karl, 29, 507 
and exploitation, 318-320 
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Meat Cutters and Butcher Workmen, 
Amalgamated (see Amalga¬ 
mated Meat Cutters and 
Butcher Workmen) 

Mediation, 631, 643, 652 
definition of, 3In, 615-616 
on railroads, 617, 624, 628 
by U. S. Conciliation Service, 631-637 
Mine, Mill and Smelter Workers, Inter¬ 
national Union of (see Inter¬ 
national Union of Mine, Mill 
and Smelter Workers) 

Mine Workers, United (see United Mine 
Workers) 

Minimum wage, 340-347, 724 
and employment, 337 ff., 342-343, 345, 
361 

and exploitation, 317, 337, 339 
and Fair Labor Standards Act, 341 ff., 
345, 538 

1949 amendments to, 341, 544 
and machinery, substitution for labor, 
341, 469-470 
and monopsony, 373 
and National Industrial Recovery Act, 
536 

and North-South wage differential, 
195 ff, 343-347 
for pilots, 537, 725 
and Supreme Court, 534, 535 
Mobility of labor (see Labor, mobility of) 
Molders and Foundry Workers Union, 
International (see International 
Molders and Foundry Workers 
Union) 

Molly Maguires, 26 
Monopolistic competition, 265, 438 
and demand for labor, 284, 289-290 
and exploitation, 320, 326-328, 335 
and marginal productivity theory, 284, 
285, 289 

and wage increases, 326-328, 371 
Monopsony, and demand for labor, 290- 
292, 461 

and discrimination, 331-340 
equilibrium in, 290-292 
and exploitation, 328, 331, 334n, 339- 
340, 373 

and minimum wage, 373 
and unions, 339-340 
Multiplier, definition of, 423 
and unions, 422-423 

Multi-unit collective bargaining, 106, 
183, 208-219 

appropriate bargaining unit, 668 
extent of, 211-213 
reasons for, 215-219 


Multi-unit collective bargaining— (Con¬ 
tinued) 

and strikes, 218 
types of, 208-211 

Murray, Philip, 44, 45 ff., 49, 55, 108, 
117, 182, 307 

Musicians, American Federation of (see 
American Federation of 
Musicians) 

N 

National Association of Manufacturers, 
35, 41, 144 

National Civic Federation, 35 ff. 

National collective bargaining, 106 ff., 
109, 209, 323, 624 

National Federation of Rural Letter Car¬ 
riers, 92 

National income, definition of, 64, 492 
distributive shares, 66 
labor’s share in, 64-66, 66, 363, 446, 
448, 454, 492-494 

National Industrial Recovery Act, 42, 
204, 410, 430 

and maximum hours, 513, 528-530 
and minimum wage, 536 
and protection of right to organize, 42, 
659, 724 

National Labor Board, 659 

National Labor Relations Act (see Wag¬ 
ner Act) 

National Labor Relations Board, 96, 104, 
138, 145, 615, 616, 649, 684 
and bargaining unit, 217, 659 
under Taft-Hartley Act, 693 
under Wagner Act, 667-670, 675, 
677 

and craft-industrial problems, 669-670 
elections by, under Taft-Hartley Act, 
686, 690, 692, 697 

under Wagner Act, 666-670, 674- 
675, 692 

and foremen, 667, 670-672 
and state labor relations boards, 32, 
701-702 

under Taft-Hartley Act, 681, 688, 689, 
705 

under Wagner Act, 661 ff. 

National Labor Union, 26 

National Maritime Union, 50, 80, 82, 
153 

National (Railway) Mediation Board, 
217 

National Recovery Administration (see 
National Industrial Recovery 
Act) 



SUBJECT INDEX 


743 


National Rural Letter Carriers’ Associa¬ 
tion, 92 

National Trades Union, 24, 25 
National War Labor Board 
in World War I, 38, 641, 647, 658 
in World War II, 46,124,142, 192, 644, 
647 

and wage stabilization, 193, 645, 646 
National Window Glass Workers Union, 
169, 172 

Negroes, 7, 270, 360, 362 
discrimination against, 360 

effect of Taft-Hartley Act on, 693- 
694 

by unions, 91 ff., 106, 149, 612-613, 
676 

in wage rates, 196, 343, 618 
and fair employment practices legisla¬ 
tion, 710-711 
in labor force, 60 
and seniority rules, 159, 676 
Newlands Act, 617 

Newspaper Guild, American (see Ameri¬ 
can Newspaper Guild) 
Non-competing groups, 262 ff. 

Non-union competition, 172, 182, 202, 
474, 481, 485 

Norris-LaGuardia Anti-Injunction Act, 
42, 604, 608, 603-611, 617, 658, 
660 

conflict with Wagner Act, 673-674, 
688, 725 

and government seizure, 648, 713 
and injunctions, 9, 34, 609, 706 
and Taft-Hartley Act, 604, 688, 725 
and yellow-dog contracts, 9, 42, 609 
North-South wage differential, 195 ff., 
336, 337, 343 ff., 645 

O 

Office and Professional Workers of 
America, United (see United Of¬ 
fice and Professional Workers 
of America) 

Oil Workers’ International Union, 162 
Old age assistance, 548, 563-564 
Old Age and Survivors Insurance, 547, 
548, 551, 553-662 
analysis of program, 557-562 
benefit amounts, 554, 557, 560, 561 
coverage, 555, 557, 558 
eligibility requirements, 555, 559 
financing, 556, 561-562 
types of benefits, 553-554 
Oligopoly, demand curve under, 328 ff. f 
372 ff. 


Oligopoly—( Continued) 
and exploitation, 328 ff., 329, 335, 337 
and wage increases, 329 ff., 372 ff., 
386 

Open shop, 35, 39, 144, 642 
Order of the Knights of Labor, 26 ff., 46, 
96, 512 

Order of Railroad Telegraphers, 92 
Order of Railway Conductors, 30, 91, 92, 
222 

Output, union control of, 163 ff., 340, 
481 

Overtime-on-overtime, and Fair Labor 
Standards Act, 543-544 

P 

Packinghouse Workers, United (see 
United Packinghouse Workers) 
Painters, Brotherhood of (see Brother¬ 
hood of Painters) 

Pension plans, 134, 726-728 
Personnel administration, 39, 119-132, 
207 

and grievance machinery, 131, 139 
and industrial relations department, 
125 

and job analysis, 127-128 
and negotiations with union, 137 
and scientific management, 120-122 
and selection of workers, 126-127 
Petrillo, James C., 81, 89, 166, 679 
Philadelphia Cordwainer’s Case, 8, 23, 
598 

Photo-Engravers’ Union, International 
(see International Photo-En¬ 
gravers’ Union) 

Picketing, 608-614 
as free speech, 10, 608, 613, 683, 705 
legality of, 608, 613-614 
under state acts, 655, 704-706, 709 
and Supreme Court, 613-614, 705 
under Taft-Hartley Act, 688 
Piece pay, 164, 179 ff., 313, 323 
effect on efficiency, 480, 484 
on railroads, 618 

Pilots, minimum wage of, 537, 725 
Plumb Plan, 38 

Political Action Committee (CIO), 54, 
630 

Political Education League (AFL), 54 
Politics and labor, 231, 234, 653, 691 
and AFL, 31, 54-56 
and CIO, 53-56 

and Gompers, Samuel, 31, 33, 38, 53, 
54, 55 
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Politics and labor—( Continued) 
and Political Action Committee, 64 
and Political Education League, 64 
and railroad unions, 64 
Portal-to-Portal Act of 1947, 542, 724 
and Fair Labor Standards Act, 541- 
543 

and hours of work, 641-543 
Powderly, Terence V., 26, 27 
Preferential shop, 142 
Prices, of capital goods, 386-389 
leadership in, 192 

reduction in, as means of distributing 
gains of productivity, 495,497 ff. 
Printing Pressmen’s and Assistants’ 
Union, International (see Inter¬ 
national Printing Pressmen’s 
and Assistants’ Union) 
Productivity, changes of, in business 
cycle, 427-430 
in economy, 497-498 
and employment, 496-505 
in firm, 496-497 
and union wage policy, 502-505 
distribution of gains of, 491-606 
of labor, 69, 70, 336, 511 
statistics of, 70 , 71, 494, 497, 501, 502, 
503 

Profits, sharing of, 13, 132 
Progressive Party, 50, 55, 56 
Propensity to consume, 378, 401, 422, 425 
Proportions, law of, 277-280 
Public Workers, United (see United Pub¬ 
lic Workers) 

Pullman strike, 28, 32, 599, 617 
Pure competition, and demand for labor, 
284-289 

and exploitation, 320, 330, 335 
and marginal productivity, 288, 284- 
289 

Q 

Quill, Michael, 50 

R 

Racial discrimination, 196, 270 (see also 
Negroes) 

in unions, 91, 106, 149, 676, 693-694, 
702, 710 

Railroad Brotherhoods, Big Four (see Big 
Four Railroad Brotherhoods) 
Railroad Labor Board, 618-619 
Railroad Shop Crafts, Brotherhood of 
(see Brotherhood of Railroad 
Shop Crafts) 


Railroad Telegraphers, Order of (see 
Order of Railroad Telegraphers) 
Railroad Trainmen, Brotherhood of 
(see Brotherhood of Railroad 
Trainmen) 

Railroad Workers, American Federation 
of (see American Federation of 
Railroad Workers) 

Railroads, collective bargaining on, 30 ff., 
110, 209, 616-631 
arbitration, 619, 625-626, 630 
bargaining unit and representation, 
217, 619, 620, 622 
emergency boards, 626-630 
mediation, 617, 624, 626 
union security, 142, 618, 621 
yellow-dog contracts, 617 
legislation, Adamson Act, 37, 513, 617 
development of, 32 ff., 616-622 
Erdman Act, 32, 33, 603, 617, 625, 
658 

Esch-Cummings Law, 618 
Railroad Labor Board, 618-619 
Railway Labor Act of 1926, 619-621, 
625, 635, 643, 658, 676, 724 
amendment of, in 1934, 42, 46, 
143, 617, 621, 622 ff. 
disputes procedure, 619, 622-626, 
644, 648, 650, 651 
National Mediation Board, 621, 
622, 623, 625, 626 

Transportation Act of 1920, 619, 620 
Railway Carmen, Brotherhood of (see 
Brotherhood of Railway 
Carmen) 

Railway Conductors, Order of (see Order 
of Railway Conductors) 
Railway Labor Executives Association, 
52, 54, 213 

Railway Mail Association, 92 
Railway and Steamship Clerks, Freight 
Handlers, Express and Station 
Employes, Brotherhood of (see 
Brotherhood of Railway and 
Steamship Clerks, Freight 
Handlers, Express and Station 
Employes) 

Real wages, and invention, 455-456 
and technological change, 494, 508, 
509 

trend in, 66, 494, 507, 508, 509 
Referendum, 78, 109 
Regional wage differential, 195, 196,197, 
198 

and minimum wage, 343-347 
Representation proceedings (see Bargain¬ 
ing unit) 
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Research, 435, 437-444 
and union-management cooperation, 
441-442 

and wage increases, effect of, 435, 437- 
441 

Restraint of trade doctrine, 599, 001 
Reuther, Waiter, 50, 55, 79, 104, 107, 176 
Rival unionism, 52-53, 104, 145, 608 
AFL rivalry with CTO, 43-46, 52-53, 
213, 661, 674, 675, 684, 690 
Roosevelt, F. D., 45 ff., 49, 54, 626, 629, 
643, 659, 723 

Rubber Workers, United (see United 
Rubber Workers) 

Rural Letter Carriers, National Federa¬ 
tion of (see National Federation 
of Rural Letter Carriers) 

Rural Letter Carriers’ Association, Na¬ 
tional (see National Rural Let¬ 
ter Carriers’ Association) 

Ryan, Joseph, 83, 109, 152n 

S 

Scale, law of, 280-282 
Schwellenbach, Lewis, 634, 635 
Scientific management, 120-122 
Seafarers International Union, 92, 153 
Seniority, 165-160, 303-306 
effect of, 156-159 
nature and extent of, 154-155 
and Negroes, 159, 676 
and wage determination, 303-306 
Sheet Metal Workers’ International As¬ 
sociation, 92 

Sherman Anti-Trust Law, 34, 591, 601 
application of, to labor, 599, 611-612 
Shop steward, 76, 139, 481 
Shorter hours (see Hours of work, reduc¬ 
tion in) 

Sitdown strikes, 45 
Social security, nature of, 547 ff., 650 
Social Security Act, 224, 647-677, 724,727 
blind, aid to, 588 
children, aid to, 564-565 
old age assistance, 548, 663-664 
Old Age and Survivors Insurance, 547, 
548, 551, 563-562 

unemployment compensation, 667-577 
Socialist Trade and Labor Alliance, 30 
Southern wage differential (see North- 
South wage differential; Re¬ 
gional wagfe differential) 
Stabilization Act, 644 
States, employees of, collective bargain¬ 
ing by, 718, 720-721 
strikes by, 715, 721 


States— ( Continued) 

fair employment practice legislation, 
710-711 

labor disputes procedure, 650 ff. 
arbitration, 651-654, 705 
cooling-off periods, 650-651 
government seizure, 654-656 
picketing, regulation of, 655, 704- 
706, 709 

abor relations acts, 701-711 
restrictive and anti-union legislation, 
709-710 

Steelman, John, 632 

Steelworkers, United (see United Steel¬ 
workers) 

Strasser, Adolph, 28 

Street, Electric Railway and Motor 
Coach Employees, Amalga¬ 
mated Association of (see Amal¬ 
gamated Association of Street, 
Electric Railway and Motor 
Coach hhnployees) 

Strikes (see also Labor disputes, adjust¬ 
ment of) 

frequency of, 38, 174-175, 641, 643, 

647, 648, 652, 694 

by government employees, 695, 713, 
714-716, 721 

jurisdictional, 605, 611, 688, 689, 695, 
705, 709 

legality of, 604-606 

for closed shop, 8, 598, 606 
and multi-unit bargaining, 218 
national emergency, 713, 724 

under Taft-Hartley Act, 648-650, 
695, 696 

settlement of (see Labor disputes, ad¬ 
justment of) 
sitdown, 709 

under state acts, 650-656, 704-706, 
708, 710 

under Taft-Hartley Act, 687-689, 695 
under Wagner Act, 623, 674-675, 677- 
678, 679, 680, 694 

in and after World War I, 38, 641, 643 
in and after World War II, 641, 643- 

648, 652 

Supply curve of labor, 243, 324 ff., 333, 
335, 337, 338, 339 
to economy, 248 ff. 
to firm, 244 ff., 324 ff., 373 ff. 
to industry, 247 ff. 
to locality, 248 

Supply of labor, 238-271 
characteristics of, 241, 242 
curve of (see Supply curve of labor) 
to economy, 240, 248 ff., M0 



746 


SUBJECT INDEX 


Supply of labor—( Continued ) 
and efficiency of labor, 242, 256 ff. 
elasticity of, 247, 249, 334, 421, 422 
to firm, 240, 244-247, 324, 333 ff. 
and hours of work, 242, 252-256 
to industry, 240, 247-248 
long-run, 257-260 

mobility of labor, 241, 247, 268, 270- 
271, 332, 349, 364, 365, 367, 398 
short-run, 243, 249 
variations in, 242-244, 251 

Supreme Court of United States, 541, 
542, 543, 544, 601, 602, 603, 611, 
612, 617, 620, G48, 652, 665, 676, 
691, 702, 713 
and maximum hours, 515 
and minimum wage, 534, 535 
and picketing, 613-614, 705 

T 

Taft-Hartley Act, 9, 31, 47, 85, 101, 146, 
263, 629, 631, 660, 672, 677, 
679-699, 708, 709, 711, 724 
appraisal of, 696-699 
and bargaining unit, 693 
and boycotts, 693 

and closed shop, 143, 680, 686, 696 
and Communist affidavit, 50, 689-691, 
696 

and cooling-off periods, 649, 695-696, 
698 

and featherbedding, 167, 689 
and foremen, 682 
and injunctions, 648-650, 689 
and labor disputes, 647, 648-650, 687- 
689, 694-695, 698 
jurisdictional, 688, 689 
mediation of, 636, 640 
national emergency, 648-650, 695,696 
and Norris-LaGuardia Act, 604, 688, 
725 

reaction of labor to, 54, 698-699 
reports and financial accounts, 89, 691 
unfair labor practices, by employers, 
681, 682-683 
by unions, 685-689 
union shops, 680, 686, 696, 697 
union welfare funds, 224, 691-692 
United States Conciliation Service, 
631, 635-637 

Teamsters, Chauffeurs, Warehousemen 
and Helpers, International 
Brotherhood of (see Interna¬ 
tional Brotherhood of Team¬ 
sters, Chauffeurs, Warehouse¬ 
men and Helpers) 


Technological change (see also Invention; 
Machinery, substitution for la¬ 
bor; Productivity; Research) 
and business cycle, 399, 404, 432-433 
and dismissal wage, 307-309, 432, 465, 
488 

and efficiency of labor, 429-430 
and employment, 349, 358, 361 ff. 
and hours, reduction in, 511, 522 
and price reductions, 497 ff. 
and real wages, 494, 508, 509 
strikes against, 605 

union control of, 168 ff., 304, 362, 432- 
433, 436, 488-489 

and wage increases (see Machinery, sub¬ 
stitution for labor) 

Technological unemployment, 6,161, 227, 
355, 361-366, 432, 457, 458 
Telegraphers Union, Commercial (see 
Commercial Telegraphers 
Union) 

Textile Workers Union, United (see 
United Textile Workers Union) 
Textile Workers Union of America, 102, 
172, 185, 441, 442, 474, 486 
Time pay, 179, 313 
and efficiency, 481 

Tobacco Workers International Union, 
78 

Tobin, Daniel, 41, 83 
Tobin, Maurice J., 637 
Train Dispatchers, American Association 
of (see American Association of 
Train Dispatchers) 

Transport Workers Union, 50, 80 
Truman, Harry S., 55, 635, 679, 699 
Truman Health Bill, 589-593 
Typographical Union, International (see 
International Typographical 
Union) 

U 

Underconsumption theory of cycle, 391- 
394, 411 

Unemployment, 349-368 (see also Em¬ 
ployment) 

definition of, 57, 64, 351-354 
and hours, reduction of, 349, 513, 522 
ff. 

insurance (see Unemployment insur¬ 
ance) 

and minimum wage, 337 ff., 342 ff., 345 
statistics of, 62-64 
types of, 355-368 
casual, 366 

cyclical, 58, 355, 359-361 
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Unemployment—( Continued ) 
types of 

frictional, 367, 468 
long-run, 377 
seasonal, 367 
secular, 358-359 
short-run, 377 

technological, 6, 161, 227, 355, 361- 
366, 432, 457, 458 
and wage increases, 315, 327, 337 
Unemployment insurance, 667-577 
benefits, 571-572, 576 
coverage, 568-569, 574-575 
eligibility, 569-571, 575 
evaluation of, 573-577 
experience rating, 572-573 
financing, 567, 572-573, 576-577 
Unfair labor practices, by employers, 
under state acts, 703-704 
under Taft-Hartley Act, 681, 682- 
683 

under Wagner Act, 662-665, 671 
by unions, under state acts, 704-708 
under Taft-Hartley Act, 685-689 
under Wagner Act, 676 
Union control, of entrance to trade, 146- 
149 

of hiring, 150-154 
of layoffs, 150, 151, 154 ff., 432 
of output, 163 ff., 340, 481 
of technological change, 168 ff., 304, 
362, 432-433, 436, 488-489 
Union label, 215, 232-233 
Union-management cooperation, 172-174 
and efficiency of industry, 474, 488 
and research, 441-442 
Union organization, conditions of, 18 ff. 
depression, effect of, on, 20, 25 
extent of, 46, 62, 63 , 299, 508, 517, 677, 
719 

and hours, reduction in, 516-518 
protection of right to organize, de¬ 
velopment of, 17 ff., 603, 642, 
658-659 

under New Deal, 42, 659, 724 
on railroads, 617-618, 620, 658 
under Wagner Act, 660-661 
and yellow-dog contracts, 602, 603 
Union rules, and business cycle, 430 ff., 
432 ff. 

and efficiency, 157, 479-490 
and invention, 436-437 
make-work, 163-168, 302, 306, 679, 
689, 705, 706 

and technological change, 168 ff., 304, 
362, 432-433, 436, 443, 488-489 
types of, 302 ff. 


Union rules—( Continued ) 
and wage determination, 299-315 
and wage increases, 306, 308, 314 
Union shop, 142-146 
under state acts, 703, 710 
under Taft-Hartley Act, 680, 686, 697 
under Wagner Act, 675 
Union structure and government, 73-117 
admission policies, 90-97 
of AFL, 115-116 
of CIO, 116-117 
democracy in, 110-115 
determinants of, 101-106 
finances, 86-90 
judicial procedure, 98-101 
local union, 73-77, 102 
locus of union control, 106-110 
national union and officers, 77-86 
referendum, 78, 109 

Union wage policy and adjustments, and 
business cycle, 392-394, 397 
398, 405, 408-409, 413-427 
and efficiency, 474, 479-490 
and employment, 338, 366, 373, 382- 
390 

and exploitation, 337 ff., 373 
and inflation, 503-505 
and interest rates, 382-385, 419-421 
and lag of wages behind prices, 393, 
395, 397, 399, 403, 414-417 
nature of, 311 ff., 314, 413-414, 482 
objectives of, 185 ff. 
and productivity, changes of, 502-505 
simultaneity of wage changes, 424, 
486-488 

and uniformity in wage rates, 398, 424, 
482-486 

and wage reductions, 200 ff., 408-409 
Unions, and business cycle, 413-433 
closed, 606 

company (see Company unions) 
and exploitation, 337-340 
and monopsony, 339-340 
and multiplier, 422-423 
and politics (see Politics and labor) 
and racial discrimination, 91, 612-613, 
676, 693-694, 702, 710-711 
scope of activity by, 233 ff., 725-726 
types of, 230 ff. 
welfare programs of, 221-229 
United Association of Journeymen 
Plumbers and Steamfitters, 91, 
92, 93, 149 

United Automobile Workers, 45, 50, 55, 
73 ff. f 86, 88, 91, 94, 102, 104, 
106, 176, 181, 190, 201, 208, 
607, 690 
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United Brotherhood of Carpenters and 
Joiners, 82, 83, 165 

United Electrical, Radio and Machine 
Workers, 34, 51n, 74, 79, 80, 
99, 181, 208, 213, 690 
United Farm Equipment and Metal 

Workers, 50, 690 

United Garment Workers, 215, 233 
United Hatters, Cap and Millinery 

Workers, 188 

United Mine Workers, 34, 40, 50, 55, 
77 ff., 90n, 102, 106, 108, 109, 
117, 146, 173, 182, 185, 189, 

191, 199, 200, 202, 209, 413, 

417, 541, 542, 648, 690, 713, 727 
District 50, 50, 53 

United Office and Professional Workers 
of America, 50n, 690 
United Packinghouse Workers, 85, 416 
United Public Workers, 716 
United Rubber Workers, 77, 82, 210 
United States Conciliation Service, 615, 
624, 628, 631-637, 638, 639, 640, 
643, 695 

effectiveness of, 632-635 
under Taft-Hartley Act, 631, 635-637, 
649 

United Steelworkers, 45, 77, 83, 85, 91, 
107, 108, 111, 117, 176, 182, 
190, 191, 199, 208, 210, 433, 
441, 607, 646, 690, 726 
United Textile Workers Union, 441 

W 

Wage differential (see North-South wage 
• differential; Regional wage dif¬ 
ferential) 

Wage increases (see also Union wage 
policy and adjustments) 
and capital, depletion of, 389 
and capital goods, prices of, 385-389 
in depression, 409-412 
and efficiency, 337, 343, 486-488 
and employment, 369-391 
aggregative view, 369, 377-381, 

409 ff. 

in firm, individual, 369, 370-377 
general, 369, 377-381, 409 ff. 
and hours, reduction in, 524-530 
and machinery, substitution for labor, 
314, 372, 374 ff., 385 ff., 440, 
459-479 

and minimum wage ( see Minimum 
wage) 

and monopolistic competition, 326- 
328, 371 


Wage increases— (Continued) 
and oligopoly, 329 ff., 372 ff., 386 
and productivity, distribution of gains 

of, 496-603 

and research, 435, 437-441 
and union rules, 306, 308, 314 
and union wage changes (see Union 
wage policy and adjustments) 
Wage reductions ( see also Union wage 
policy and adjustments) 
in Australia, 406 

in depression, 403, 405-409, 412, 415, 
426 

and employment, 331, 359, 369, 379- 
380, 405-409 
general, 379-380 
and interest rates, 405 ff., 419 
union policy toward, 200 ff., 408-409 
Wages, annual, 136, 162-163, 309 ff., 349 
in business cycle, 391 ff. 
determination of, 179, 239, 260 ff., 
265 ff., 294 ff., 300 ff. (see also 
Marginal productivity theory) 
dismissal (see Dismissal wage) 
increase in (see Wage increases) 
iron law of, 275 
key bargains in, 191, 424 
methods of payment of (see Incentive 
pay; Piece pay; Time pay) 
minimum (see Minimum wage) 
real (see Real wages) 
reductions in (see Wage reductions) 
regional differential, 195 ff., 336 ff., 
343 ff., 645 

rigidity of, 395, 399, 401, 411-412, 
426 

stabilization of, 482, 542, 645, 646 
structure of, 190 ff., 193, 260, 263 ff., 
645, 646 

trend in, 66, 494 
uniformity of, 482-486 
union-non-union differential, 414 ff., 
474, 481, 485 

Wages fund theory, 275-277 
Wagner Act, 9, 42, 45, 120, 232, 603, 
608, 617, 622, 667-678, 679, 
684, 696, 711, 717, 723 
analysis of act, 660-678 
bargaining unit problems, 667-670, 
674, 677 

and closed shop, 675-677 
conflict with Norris-LaGuardia Act, 
612, 678-674, 725 
and foremen, 670 

protection of right to organize, 660-661 
representation problems under, 666 - 
670 
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Wagner Act—( Continued ) 
and strikes, 623, 674-676, 678-679, 
680, 694 

unfair labor practices under, 621, 862- 
886, 671 

Wallace, Henry, 50, 55 
Walsh-Healy Public Contracts Act, 536- 
537, 541, 542 

War Labor Board (see National War 
Labor Board) 

War Labor Disputes Act, 644, 648, 651 
Warren, Edgar, 635, 636, 637 
Welfare, funds, regulation under Taft- 
Hartley Act, 224, 691-692 
plans, by employers, 132-137 
by unions, 221-229 
Wilson, Woodrow, 617, 642, 643, 647 
Window Glass Workers’ Union, National 
(see National Window Glass 
Workers’ Union) 

Wire Weavers Protective Association, 
American (see American Wire 
Weavers Protective Association) 
Witte, Edwin E., 638 
Woll, Matthew, 41, 44n 
Women, in labor force, 59, 251, 260, 
354 


W omen—( Continued) 
in unions, 96 
Work sharing, 154-156 
in depression, 430-432, 522-523 
effects of, 160-161 
Workmen’s compensation, 679-586 
benefits, 581-582, 583 
financing, 584 

World War I (see also National War 
Labor Board, in World War I) 
labor disputes, adjustment of, 641-643 
strikes, in and after, 38, 641, 643 
World War II (see also National War 
Labor Board, in World War II) 
labor disputes, adjustment of, 641, 
643-648 

labor force, 251, 271, 514 
strikes, in and after, 641, 643-648, 
652 

Y 

Yellow-dog contracts, and injunctions, 
8, 9, 33 ff., 42, 602 
and Norris-LaGuardia Act, 9, 42, 609 
and railroads, 32, 617 
and union organization, 602, 603 
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